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The promulgation of the Municipal Finance Management Act (MFMA) marked the completion of the 
transformation of the local government sphere at the legislative level. The Act was designed with the intention of 
modernising budgeting and financial management, while concomitantly promoting transparency and 
-accountability-in-municIparfinanceT^he-Mpnicipal Systems Acttas-amended-HMSAi-requires-municipalities to 
prepare annual performance reports, based on the approved Integrated Development Plan. 

The MFMA and MSA, read together, seek to promote financial and performance reporting by municipalities in a 
single and integrated annual report. The annual report Is also understood to be an instrument for financial and 
performance corrective action in subsequent years. Finally, the rigorous requirement for preparation and 
adoption of financial statements, performance reports and the annual report as a whole is intended to enhance 
transparency, accountability and good governance. The 2011/12 Annual Report reflects on the performance of 
Lekwa- Teemane Local Municipality for the period 1 July 2011 to 30 June 2012. 

In terms of section 121(1) of the MFMA. every municipality and municipal entity must prepare an annual report 
for each financial year. 

The purpose of an annual report, pursuant to section 121(2), is 
e To provide a record of activities for the municipality or entity 

♦ To provide a report on the performance of the service delivery and budge implementation; and 

• To promote accountability to local community 
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The annual reports submitted by tiie municipality form the baseline for the Section 
47 report on the overall performance of the municipalities in the Country. As 
Lekwa-Teemane municipality’s councillors one is proud to note that the 
municipality is on track to achieving the vision of being amongst leading local 
muriiciMlity.“a!taihing"econpriiic gro^TT an'dlirosb^ity as weir as oroviding quality 
and affordable municipal services to our communities and business. 

In 2011/12 were have undergone a change of leadership at the political level, 
where a new councillota were elected into office. We also excited by the decision 
of the MEG for Local Government and Traditional Affairs in Northwest by 
confirming the role/status Mayor to be fulltime. 

Importantly, the government elected in April 2009 crafted new priorities, focus 
areas and outputs. As part of the Intergovernmental Relation Framework Act all spheres of government have to 
collaborate and work very closely together, previously experienced challenges like Housing and water and 
sanitation we confident to say the has been improvement In providing those Basic services. 

The ultimate result of this working together it is reflected into an Integrated Development P!an(lDP).We have 
been guided by this strategic document which became our guiding tool to reverse the legacy of the past and 
provide equitable services to all residents of Lekwa-Teemane. 

Consultation with our communities during IDP public participation processes were an eye-opener. What we 
supposed to do is to increase our contact which should be led by the Ward Councillors and Ward Committees. 
From our meeting with Communities, concerns raised were re-prioritised. We were able to tackle potholes, 
housing and sewer spillage. 

Economic development and growth remains our biggest challenge as number of indigents and unemployment 
has risen tremendously. We hope the establishment of Lekwa-Teemane Development Agency will be able to 
unlock the economic opportunities and create sustainable economic growth. The other challenge that we are 
faced with is our inability to attain unqualified audit report from the Office of the Auditor-General. We are making 
strides of streamlining our financial systems as well as a process of adherence to all financial regulatory 
requirements that we have to fully comply with. 

Lastly, it is our intention to intensely focus on the eradication of poverty against the broader ambit of equitable 
service delivery mandate of the municipality. 

In conclusion, it is evident that we have achieved some of our targets and more needs to be done in eradicating 
the unacceptable poverty level facing our people and to deal with service delivery backlogs 



I thankjou all 



Honourable Mayor 
CLLR R.M. Makodi 
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In the past, annual reports have often been used solely to promote the positive image of 
the municipality with little focus on comparing actual with promised performance. The 
MFMA now requires the municipality to report on all aspects of performance providing a 
true, honest-and-acGurate-acGount of-the-goals-set-by council- and-the-success or 
othewis"elTTac1TeTTn"^^ goals, Ttie annu^ report is a key performance reporTtoTlTF 
community and other stakeholders and, once approved by the council, must be placed 
on the municipal website, copies sent to various authorities and made available to the 
wider community. 

The most important documents tabled for any municipality or entities are its Integrated 
Development Plan (IDP), budget and annual report. The IDP and budget are forward- 
looking, they set out what the municipality Intends to do and the funds it will raise and spend. The annual 
report, on the other hand, is backward-looking as it reports on actual performance at the end of the financial 
year, reporting on how the IDP and budget were implemented. 

Annual reports must be aligned with the planning documents and municipal budget for the year reported on. 
This means that the IDP, budget, service delivery and budget implementation plan (SDBIP), in-year reports and 
annual report should have similar and consistent structures to facilitate understanding and to enable the linkage 
between plans and actual performance 

The Lekwa-Teemane local Municipality has to ensure that it implements the following general powers and 
functions in line with the constitution of the country. You will however realise that some of the functions are not 
performed because of them not being applicable to us in terms of conditions and capacity. 

1. An accountable and democratic system of government to local communities; 

2. Ensuring the provision of services to local communities in a sustainable manner: 

3. Promoting social and economic development; 

4. Promoting safe and healthy environment; and 

5. Encouraging the involvement of communities and community organisations in matters of local 
government. 

These broad constitutional provisions are given effect to by the provision of the municipal systems and the 
municipal finance management act. 

In making a decision to deliver the promotion of social and economic development mandate, Lekwa-Teemane 
Local Municipality established the Lekwa-Teemane Local Development Agency. In establishing the entity the 
municipality decided to set the following parameters for the Agency: 

® It will be an independent, yet wholly owned entity of the municipality to champion economic 
development; 

® It will be governed by the provision of the MFMA and the Companies Act as a municipal entity, this will 
ensure sufficient governance protocols and regulations; 

Having agreed to form and having outlined the parameters and reasons for establish the Agency - the 
municipality gave the principal mandate of the Agency as: 

“to facilitate sustainable economic development within Lekwa-Teemane Local Municipality and to 
ensure that the local economy grows, creates and sustains jobs for local people." 
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The Agency is tasked with driving and championing economic development in order to achieve grov4h in: 

Job creation 
Investment attraction 
Economic development 

Pov.ertyj:e£iiJctLQD_ .. . . - - 

Increase in economic output. 

These legislative and founding provisions serve as the basis for the existence of the Lekwa-Teemane Local 
Development Agency. The governance structures, the plans developed, strategies employed and staff assigned 
to the Agency, derive their legitimacy from these basis and assessment of their performance should be based 
on the achievement of the mandate outlined and the completion of the tasks set-out. 

The Establishment Phase started with the appointment of the Programme Manager in August 2011. The 
milestones of the phase are to - appoint programme manager and staff; project development for six projects, 
operational performance; and prepare for the next phase. Since August 2011 the Programme Manager has 
been the only staff member, this has been caused by the lack of finances. 

The Operational Phase was supposed to start in July 201 2, but due to late disbursement of grant money - the 
phase will start late. 



Cooperate Governance 

Our engagements and facilitation for municipality’s housing needs to be prioritised by the Human Settlement 
Department bore fruits when the municipality was allocated 2000 project finked houses. Over and above that 
about 200 houses were rebuild after the January 8 storm at Boitumeiong and Coverdale. These houses were 
allocated to Boitumeiong and Utiwanang with each area getting 1000. 

In July 201 1 the Department ordered the municipality to close down at vehicle testing stations in both Bloemhof 
and Christiana for upgrading because the facility was outdated. Due to functional capacity the municipality 
upgraded the Christiana station in the 2011/12 financial year and will do Bloemhof testing station in 2012/13 
financial year. We anticipate then to be back operating in 2013/14 

Library service is the function of the Department of Sports Arts & Culture and the municipality is doing it on an 
agency basis. Every financial year there is a Service Level Agreement (SLA) that stipulates the service 
rendered as well as subsidies we receive on an annual basis. 

The building of the Utiwanang library has been started with the contractor been appointed in March 2012. The 
provincial department has been very helpful in terms of the structural changes to suit the available budget 

Managerial change 

In November 201 1 three of our section 56 managers were suspended and consequently left the employ of the 
Municipality in April 2012. The implication was that we completed 8 months of 201 1/12 financial year with acting 
Directors and CFO seconded from the Provincial government. This had an impact on the performance of the 
municipality 

Risk assessment 

Risk assessment was done in a way of internal auditing with an expressive intent of mitigating all the risk factors 
that have been identified. One of the recommendations that came out was the development of the risk 
management framework. One of the areas that needed urgent attention was the security around all the 
properties of the municipality including the water purification plants as well as sewer treatment plants. A security 
company will be appointed in the 2012/13finandal year. 
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Despite the achievements highlighted in the annual report, I would like to highlight the following main challenges 
that need to be urgently attended to in the 2012/13 and 2013/14 financial years; 


® Lack of Capacity in the Finance Department. 

® Old electricity and water networks and Infrastructure caring loss of unmetered electric current 
and water. 

« Non-Cost recovery service tariffs for water, electricity and Refuse Removal. 

® High unemployment rate as well high long level of indigent. This contributes to non-payment of 
services and rapid increase of debtors account. 

• GRAP 17 Implementation. 

Financial position of the municipality is not good at all and cash flow problem is the bulwark of the existence and 
performance in this case. Should we succeed in addressing these challenges the municipality will be able to 
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Municipal Mission 



"To create a responsive and caring municipality 
for all who live in it” - 'y 



Municipal Vision 


“To render Services effectively and efficiently in a 
sustainable manner to our community” 




“To promote developmeniafjpcal government 
through community^dkl^p’^iqn”^ J ' ' ' 
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A comprehensive and elaborate system of monitoring performance of municipalities has been legislated and the 
system is intended to continuously monitor the performance of municipalities in fulfilling their developmental 
mandate. In this regard, the Municipal Planning and Performance Management Regulations (2001) stipulate 

the municipality’s cycle and processes of performance planning, monitoring, measurement, review and reporting 
and improvement will be conducted, organized and managed, including determining the roles of the different 
role players”. 

The Municipal Systems Act, No. 32 of 2000, states that a Municipality must- 

1 . Develop a Performance Management System. 

2. Set targets, monitor and review performance based on indicators linked to their Integrated 
Development Plan (IDP). 

3. Publish an Annual Report on performance for the Councillors, staff, the public and other spheres of 
Government. 

4. Conduct an internal audit of performance before tabling the report. 

5. Have their annual report audited by the Auditor-General. 

6. Involve the community in setting indicators and targets and reviewing municipal performance. 
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Lekwa - Teemane Local Municipality (LTLMA) (NW396) Is approximately 3681 , 25 km^ in extent. This land mass 

7 7C0/ Pn*h P • Mr'Jrtrr* n»rr>r? TH/^ .''r'-'frr' r-f fh.'' 

municipality is in the rural area of Christiana. The other offices are located in Bioemhof. Figure 1 below shows 
the spatial positioning of the LTLMA. 


Map of Lekwa -Teemane Local Municipality 



THE DEiyiOGRAPHIC PROFILE OF LEKWA - TEEMANE LOCAL MUNICIPAL AREA 


Population Size 

Water and sanitation backlog study report of 2007, records 49755 as the total population of Lekwa- Teemane 
Local Municipality. This is 9.94% of the total population of Dr Ruth S Mom.pati District Municipality of about 
500,365 people. However, the Community Survey 2007 Indicated a total population figure of 32 809 for Lekwa- 
Teemane Local Municipality. To date it is anticipated that this figure has increased due to various factors like the 
attraction of job opportunities in agriculture and hunting In the area. 











Beiov^/ diagram show estimated population within Lekwa - I eemane Local Municipality. 



The above shows an average household size of about 5. This number is high and will put pressure on the 
provision of water, sanitation and health facilities on the local municipality 


Water and sanitation backlog study (2007), depicts that the Africans are in the majority and constitute about 
42950 people (86.5%) of the total population of Lekwa- Teemane LM). The Whites group is about 4520 (9%) of 
the total population of Lekwa-Teemane LM), Coloured constitute 2171 (4,3%) of the total population of Lekwa- 
Teemane LM) and the total number of Asians is 124 (0.2%) of the total population of Lekwa-Teemane LM. 


Table 4: Gender population estimates by and sex, 2009 














































2.1 PERFORMANCE KIGMIJGHTS 


This Chapter provides a brief overview of the performance highlights of the Municipality: 


2010/2011 


Lekwa-Teemane Local municipality 
except for 100 household that are 
currently using two communal taps 
e Large sections of irrigation channels 
already repaired. 

« irrigation water is being supplied when 
available at the abstraction point 
® Water samples tested on daily basis by 
either municipality, Dairy Bell. Aqua Agri 
Solutions and health Inspectors of DM 
* Replacement of filters and filter sand 
number 2 in Bioemhof is completed 


Refuse removal 

Lekwa-Teemane Local Municipality provide 
refuse removal services to 90% households 
and business 


Sanitation 

• 98% of bucket systems are eradicated. 
Only 300 household still using bucket 
system in the whole municipality 


Electricity supply 

« Facilitation of the eiectrification of 500 
houses in Boitumelong ext 5 
• Electrification of 100 houses in 
Christiana ext 9 through INEP grant. 


» 1 000 approved & 770 build, rooftops, 24 
Rental units build awaiting windows 


MIG Expenditure 

Allocated: RIO, 958,000.00 Expenditure 
was R10, 805,165.69. expenditure of MIG 
was committed on the following projects: 

- paving of internal roads in Christiana 
(Boitumelong & Coverdale) 

- internal roads development at Coverdale 

- Lekwa- Teemane PMU 


Update of the Indigent Register 
Provision of free basic services such as 
water, electricity, sanitation and Refuse 
removal to 4500 registered indigents. 


2011/2012 


-Water supply 

Water is supplied to all 
household in Lekv^'a-Teemane 
Local municipality except for 
100 household that are currently 
using two communal taps 

• Large sections of irrigation 
channels already repaired. 

• Irrigation water is being supplied 
when available at the 
abstraction point. 

• Water samples tested on daily 
basis by either municipality, 
Dairy Beil. Aqua Agri Solutions 
and health inspectors of DM 


Refuse removal 
95% provision of refuse removal, 
Utiwanang ext 5 started to receive 
refuse removal service 


Sanitation 

• 100% of household in Lekwa- 
Teemane have access to basic 
sanitation 


Electricity supply 

♦ 500 houses electrified in 
Boitumelong ext 5 

• 80% of electrification to 1 00 
houses In Christiana ext 9 
completed 


Housing 

• 1000 approved for Boitumelong 
ext 5 

» 1000 approved for Utiwanang 


MIG Expenditure 
Allocated; R13, 179,000.00 
Expenditure: R8. 412, 670.09 
Expenditure of MIG funds was 
committed on the following projects: 

- paving of internal roads in 
Christiana (Boitumelong & 
Coverdale) 

- internal roads development at 
Coverdale 


Update of the Indigent Register 
Provision of free basic services 
such as water, electricity, sanitation 
and Refuse removal to 5 370 
registered indigents. 
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Infrastructure investment and basic service Delivery 
Output 2 I Improvina access to basic services 
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KPA Basic Services 

Thematic 

Area Infrastructure investment and basic service Delivery 

Outcome 9 Output 2 Improving access to basic services 

Output 4 Actions supportive of the human settlement outcome 
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Output 4 Actions supportive of the human settlement outcome 
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KPA Municipal Transformation & Organisational Development 

Thematic Municipal Transformation, Institutional Development & Labour Matters 
Area 

Outcome 9 Output 1 Implement a differentiated approach to municipal financing, planning and support 
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Thematic Municipal Transformation, Institutional Development & Labour Matters 
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KPA Municipal Transformation & Organisational Development 

Thematic Municipal Transformation, Institutional Development & Labour Matters 
Area 

Outcome 9 Output 1 Implement a differentiated approach to municipal financing, planning and su/ 

Output s Administrative and financial capability 
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support, 
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00 

OPEX 

R1000 

00 

X 

m 

0. 

O 

OPEX 

Quantit 

Succes 

sful 

Council 

Meetin 

gs 


1 

Approv 
ed IDP 
Docum 
ent 


LO 

Outcome 

Indicator 

Minutes 

and 

Resolutio 

n 

Register 

to 

Council 

and 

Director s 

Council 

resolutio 

n 

impleme 

nted. 

Planned 

and 

prioritise 
d project 
budgeted 
for next 
financial 
year. 

Accounta 
ble and 
effective 
service 
delivered 
by the 
municipal 
jty^ 

Accounta 
bility and 
reward in 
q system 

■si 

M^:0 

Oi-iipsii 

Meetings 
held per 
schedule 

Impleme 

nted 

Council 

Resolutio 

n. 

Reviewed 

IDP 

Document. 

1 ^ ^ £ 

o 5 5° -s 3 

C iC 05 s S CO 

LL CD CL C S £ CO 

Signed 

Performa 

nee 

Aqreeme 

Input 

indicator 

Administr 

ative 

support 

and 

Transport 

Resolutio 

n 

Register. 

9 Months 
to produce 
the 

document. 

PMS 

Framewo 

rk, 

SDBIP, 

Reports. 

Directors, 

Municipal 

Manager 

s. 

is 

ig 

l£lfi 

(£ ® ' 

At least 4 

(1 per 

quarter) 

successful 

council 

Meetings 

%of 

council 

resolutions 

Implement 

ed. 

Approved 

Reviewed 

IDP. 

A 

functional 

PMS. 

Signed 

Performan 

ce 

Agreement 

iKjSasdllnSsii'Htf 

2011 

12 Held 
Council 
Meetings 

Resolution 
not fully 
implement 
ed. 

Meetings 

held 

Functional 

PMS 

All 

Directors 

signed 

PA’S. 

CU 

u 

c 

m 

c 

i. 

V 

> 

o 

Output 1 

Output 5 

iiS 

1“ 

(JO 






KPA 

Thematic 

Area 

1 Outcome 9 


Key 

Perfonnanc 

:'e-Are;a;|:;W:|;' 
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Good Governance and Pub 
Governance, Public Particii 
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The following tables indicate the Municipality’s performance in terms of the National Key Performance 
Indicators required in terms of the Local Government: Municipal Planning and the Performance 
Management Regulations of 2001 and Section 43 of the MSA. 


These key performance indicators are linked to the National Key Performance Areas. 







National Performance Indicators 


a) The number of people from employment equity target 

groups employed in the three highest levels of management 
in compliance with a municipality’s approved employment 
equity plan 

b) The percentage of a municipality’s budget actually spent on 

implementing its workplace skills plan 


fiilayErp 


BASIC 


Municipal 


j^chievement 


(111) Local Economic DEVELqpjyiENT 


(a) The number of jobs created through municipality’s local 
economic development initiatives Including capital projects 


Miinicipnl 

Achievcnient 

Municipal 

Achicvomonl 

2010/2011 

2011/2012 

0 

0 

0% 

58% 


(a) The percentage of households earning less than R2 800 per 
month with access to free basic services. 

43% 

45% 

(b) The percentage of households with access to basic level of 
water. 

100% 

1 00% 

(c) The percentage of households with access to basic level of 
sanitation 

100% 

100% 

(d) The percentage of households with access to basic level of 
electricity 

90% 

95% 

(e) The percentage of households with access to basic level of 
solid waste removal 

90% 

95% 
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, ICin/ L ^=l^'iNClAL VlABH.nV AND MANAGEMENT 



'■ -m 


! 






: J 


Debt coverage 

110 945 350- R 24 825 016) 

fR45 587 012.00 - R27 937 950) 

This indicator is to 

(Total operating 
revenue-operating 

R 8 789 189 

R4 954 627 

determine if the 
municipality 

grants 


= 4% 

generates sufficient 

received )/debt 
service payments 
due \Arithin the 
year) 

= 9.8 % 


cash to cover 
outstanding 
debtors, the higher 
the %, the better 

Service debtors 

= R 153 820 779 

= R 199.406. 524.63 

This Is the 

to revenue - 
(Total outstanding 

R 54 037 589 

R46, 216, 862.59 

percentage that 

outstanding debtors 

service debtors/ 
revenue received 
for services) 

= 2.8 % 

= 4.3 % 

are of annual 
revenue, the lower, 
the better 

Cost coverage 

= R 156 567 + R 1 330 317 

= R7 1664 + R 1416 195 

This is the 

(Available cash+ 
investments)/ 

R 8 992 225 

R 12 649 101 

percentage that 

cash on hands will 

Monthly fixed 

operating 

expenditure 

= 0.2 % 

= 1% 

be able to cover 
monthly 

expenditure, the 
higher, the better 





The percentage of the municipality’s capital budget 
actually spent on capital projects identified for a 
particular financial year in terms of the Municipality’s 


Integrated Development Plan 
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2.4 BACKLOG ON SERVICE DELIVERY 
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The following table indicate the number of applications for building plans received for 201 0/11 and 
2011/12 as on 30 June 2012 



" 2044/2011 

2011/2012 

Building Plans 

Application 

Outstanding 

30 June 2010 

Application 

received 

2010/2011 

Applications 

Outstanding 

30 June 2011 

Applications 

received 

2011/2012 

Application 

Outstanding 

30 June 2012 

Residential new 

Residential 

additional 


58 


42 


Commercial 

Industrial 

- 

0 

- 

- 

- 

Other 

- 

0 

- 

- 



- 

58 

- 

42 

- 


APPLICATION 


2011/2012 

R 

Residential new 

6 380.00 

5 775.00 

Residential additional 



Commercial 

. 

. 

Industrial 



Other 

- 

- 
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The municipality v^/as classified as a caiegory C municipality by the Municipal Demarcation Board, in terms of 
section 4 of the Local Government Act 1998. The municipality Christiana and Bloemhof 


General information^ LuLil 

/:.T6tal 

1. Geography 

- Geographic area 

3 681 km^. 

2. Population 


-Total 

± 42967 

3. Population per gender 


- Male (47.00%) 

20194 

- Female (53.00%) 

22 773 

4. Number of households 


- Urban 

10 730 

- Village 


Total 

10 730 

5. Indigent population (Registered ) 

5 370 

6. lEC information 


-Total number of wards 

07 

- Total number of voting station 

21 

- Total number of voters 

22 188 

7. Household income per month 


- Less than R1900 

6000 


Qf^i^NIS^tlONAL AND HUMAN R 
3.2 ORGANIZATIONAL STRUCTURE 

The following approved, filled and vacant posts existed at the end of the 2011/12 financial year: 


DIRECTORATE 

APPROVED 

POSTS 

FILLED 

POSTS 

VACANT 

POSTS 

Office of the Municipal Manager 

5 

3 

2 

Directorate Corporate Services 

38 

25 

13 

Directorate Community Services 

109 

83 

26 

Directorate Finance 

59 

53 

6 

Directorate Technical Service 

113 

81 

32 

TOTAL 

324 

242 

79 
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il Office of the Municipal Manager i 

s Directorate Corporate Services | 

! 

.li Directorate Community Services | 
IS Directorate Finance 
m Directorate Technical Service 


The filled positions represent 74,69 % and the vacant positions 24.38 of the total approved posts. In comparison 
with the 66.36% filled positions and 33.64% for vacant positions for 2010/ 201 1 financial year. 
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The office of the Municipal Manager is the executive authority In terms of administration of the Lekwa Teemane 
Local Municipality, this office strives to direct and ensure legislative compliance, compliance with council, 
municipality and with National and Provincial Directives. 


Effective Structure of Office of the MunicifaajtMarfager 

The office of the Municipal Manager operates with the following sub-units 
® Performance Management System (PMS) 

® Integrated Development Planning (IDP) 

The office of the Municipal Manager consists of 03 employees. 


Descrtption of the Activity 


a Performance Management System (PMS): Continuously monitors, measure, and review performance of 
the municipality in terms of indicators and targets for efficiency, effectiveness and impact. 

® integrated Development Planning (IDP): Coordinate municipal strategic planning; provide an acceptable 
level of services to all groups by meeting the service delivery mandates and improving the quality of life 
of our people. 


Keyissuesiter 201 2/1 3 > 


® The alignment of municipal Performance Management System with IDP and Budget. 

• IDP document with measurable objectives, strategic objectives and clear time frames 
® Evaluation of section 57 Managers 

• Development of Performance Management System Policy 




• The department of finance is responsible for all aspects of accounting, reporting, supply chain 
management, payroll, revenue and billing management, budgeting and treasury, valuation and financial 
administration of the municipality, the supervision of the implementation of the municipality financial and 
controls policies, directives and procedures and the initiation of the financial plans within the guidelines 
of municipality policies. 




This office operates with the following Sub-units: 

® Manager Finance 

® Chief Accountant Revenue and Billing Unit 
® Chief Accountant Credit Controls and Debt Collection Unit 
® Chief Accountant Budget Treasury Unit 
® Chief Accountant Asset and Risk management 
® Chief Accountant Supply Chain Unit 
® Chief Accountant Financial and System Management Unit 

The approved organizational structure makes provision for 59 employees but at this stage only 53 positions are 
filled. 
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strategic Objectives of the Directorate 



« To provide accurate external and internal reporting in accordance with statutory requirements. 

® To ensure that these is effective internal control of Council’s financial and management systems. 
® To ensure financial viability based on generating income from available legitimate sources. 

• To apply financial policies which maintain or enhance the value of Council’s asset base. 

« To provide financial support and guidance to all other directorates within the municipality 


® To implement an effective system of budgeting and in year reporting and budget reforms. 

• To establish a functional SCM unit. 

• To establish a functional BTO unit. 

• To established a functional valuation unit. 

• Manage revenue and billing section. 

• Capacity building. 

• Credit control and debt collection management 

• To provide of leadership, management, support and guidance to the staff. 

• The maintenance of internal financial control. 

• To implement and manage performance management system within the department. 

» To oversee of implement and correction of audit queries from Auditor-General 


• Upgrade consumer database 

• Development of Risk Framework Strategy 

• Upgrading financial operating system’ 

• Revenue enhancement strategy implementation 

• Improve management of information 







• The Directorate of Corporate Services Is responsible for providing strategic corporate service support to 
all role players in the municipality (the public, Councilors and all departments and structures of the 
municipality).This department strives to enhance strong municipal governance through functional 
political and administrative structures. 


Oirc^oraf# 






This office operates with the following Sub-Units: 

• Human Resource Management and Administrative Support; 

• Development of Policies and Legal Services 

® Information Communication Technology and Public Participation; 

• Ensure full compliance with labour legislation and collective agreements. 

The approved organizational structure makes provision for 38 employees but at this stage only 25 positions are 
filled. 



• Provide the necessary strategic support for the implementation of the SDBIP (including the MTAS); 

• Enhance Corporate image; 

• Encourage and ensure public participation; 

• Provision of an effective and efficient administrative support service to the municipality with regard to all 
correspondence, consumer/customer enquiries, telephone services, printing, messenger services and 
management of all records and archives system; 

» Provision of an effective and integrated secretariat support to the Council, all its sub-committees to 
ensure smooth running of the meetings and record keeping; 


60 










® Co-ordinate the capacity building of the municipal workforce through skills development and best 
practices; 

® To create a work culture that will make Lekwa-Teemane Local Municipality a preferred employer; 

® To ensure that there is a sound industrial relationship betvv'een the employer and the employee; 

® To create a safe working environment for all employees; 
e And to encourage career growth and personal development of employees. 


Key issues for 2012/13 


® Implementation and achieving the SDBIP and MTAS key performance areas; 

® Ensure skills development in terms of the approved WSP; 

® Ensure functionality of LLF and better employer-employee relations in a safe environment; 
® Setting up structures for public participation/participatory democracy; 

Commiml^SeiyicesOt^ctorate^^^^:^ 


To Render Quality Community Services to the Lekwa Teemane Residents and the Surrounding Farming 
Communities. 

Effective Structure of Community Services Directorate 


The office comprise of the following Sub- Directorates 

• Housing 
® LED 

• T raffle Services 

® Refuse Removal/Parks 

• Fire Services 

This office has a following staff component:- 

• Housing- 1 

• LED-1 

• Traffic Services - 12 

• General Workers 

• Fire Services -0 

The approved organizational structure makes provision for 109 employees but at this stage only 83 positions 
are filled. 


Strategic: the bjrector^ei^-TV: 


e Understanding and responding to consumer dynamics with regard to Health Services, Community 
Services, Safety and Security, Housing, Parks and Recreation and Local Economic Development. 

® Render effective fire/disaster services 
® Provide Management of traffic Services. 

® Provide Library Services to the community. 


Key issues 20121/13 


* Provision of New Cemeteries 

“ Extend Refuse removal to Boitumelong ext 5 

* Facilitate access to libraries 

® Increase of revenue generated through traffic fines 
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Office of the Technical Director 


The Office of the Technical Director deals primarily with the delivery of essential services such as water and 
electricity provision as well as sanitation and roads. This is being executed in terms of the norms and standards 
set. 



The office of the Technical Director operates with the following sections: 

• Public works 

* Water and sanitation 

• Electro Mechanical 

* Management Planning 

The approved organizational structure makes provision for the three managers of which only one is currently 
filled. Two of these positions are vacant. 

The approved organizational structure makes provision for 113 employees but at this stage only 81 positions 
are filled. 



• Provision of electricity 

• Facilitation of electricity 

• Sustain electricity supply 

• Facilitation of sanitation 

• Facilitation of water supply 

• Maintenance of raw water channels 

• Upgrading of internal roads 

• Facilitate upgrading of purification plants 

• Maintenance of streetlights 

• Installation of high mast lights 

• Facilitate upgrading of water and electricity networks as well as new connections 

• Management and monitoring of water quality 

• Operation and maintenance of infrastructure 

• Free basic service delivery 

• Revenue protection 


Key issues for;2012/201 3 

» Upgrading of water purification plants in Bloemhof and Christiana 
• Sustained supply of electricity to Christiana and Bloemhof 
» Develop electricity operation plan 
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A skills audit revealed that the Municipality had skills gaps in the following areas during the 201 1/12 financial 

® Plumbing 
® electrical 
® Finance 
® Computer literacy 

3.4.2 Skills Development 

The Municipality, in accordance with the Skills Development Act (1998) and the Municipal Systems Act (2000) 
undertook to address skills gaps by providing training as outlined in the table below: 


Beneficiaries to the skills gap programme 


Target group 

Number 

Area of development 


Outcome 


trained 



remark 

Councillors 


Environmental 




2 

Management 

pIBSHil 


Ward 

committees 

40 

First Aid 

Red Cross 


Officials 

• Labourers 





® Operators 

5 

Waste and Water 
purification 

Aurecon 

Graduated 

• Front office 

0 









® Management 

1 

CPMD 

Wits Business School 



1 

OHS 

SALGA 



1 

MIDP 

DBSA 


® Finance staff 

6 

Accounting 

SAIGA 



18 

LGAC 

AAT 


® Other 

0 

0 

0 


Total 

67 





3.4.3 Learners on internship Programme 



MliiiiilH 



5 

4 female 

1 male 

Finance Interns 
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3.5 PERSONNEL ADMINISTRATION 


3.5.1 Leave administration and Management 

The table below shows the types of leaves taken In the financial year as well as the average number of leave 
days per leave type per staff 


Average numoer or leave aays laKen per leave type by staif mernDere 


Type of leave 

Number of leave days taken 

Average Number of l^ve days 
takeh per staff membe 

Vacation 

540 

2,4 

Sick 

780 

3,4 

Maternity 

90 

0,4 

Study 

30 

0,13 

Family responsibility 

52 

0,2 

Special 

N/a 

N/a 

Union 

18 

0,08 


3.6 COUNCIL COMMITTEES AND MEETINGS HELD 

Council has established the following Committees is terms of Section 79 and 80 of the Municipal Systems Act to 
give political guidance and direction to Local Municipality of Lekwa- Teemane 

3.6.1 Section 79 Committees 



MeetinflSr^hiiiyuiedll f 


Rules of Order 

0 

0 

Performance Audit committee 

04 


04 

(shared services) 





3.6.2 Section 80 Committees 


:iEdi^olios’V 4 , ' 


Actual be! 

“Tl 

Infrastructure 

07 

04 

Finance 

04 

04 

Health and social development 

09 

09 

Governance & Administration 

04 

04 




Meetings SciiQduied ^ 

Actual Hdld 

1 : 

Council Meetings 

04 

04 

Special Council Meetings 


09 
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PROFILE 


In terms of the 7 General Key Performance Indicators the municipality should report on the Employment Equity 
Plan for the financial year under review. 


- ^he-tabie-beiow-depiGts-br-eak-down-of-stafrper-oeeupational category and gender-for-20-1 1/1 2-: - 


OCCUPATIONAL 


MALE 

FEMALE 

TOTAL 

CATEGORIFiS 

B 

C 

um 

w 

B 

C 

[ 

w 

Legislators , senior 
officials and managers 

19 

2 

0 

■ 

■ 

1 

0 

1 

37 

Professionals 

3 

0 

0 

2 

2 

0 

0 

2 

9 

Technician and associate 
profession 

1 

0 

0 

0 

0 

0 

0 

0 

1 

Clerks 

9 

2 

0 

1 

5 

1 

0 

3 

21 

Service and sale workers 

4 

3 

0 

0 

4 

1 

0 

0 

12 

Plant and machine 
operators 

120 

■ 

0 

2 

13 

3 

0 

0 

145 

Elementary occupation 










TOTAL 

156 

14 

0 

12 

31 

6 

0 

6 

225 

Non-permanent 

employees 

2 

1 

0 

0 

0 

0 

0 

0 

3 

GRAND TOTAL 

157 

15 


12 

31 

6 

0 

1 

228 


3.8 SKILLS INFORMATION 


In terms of the 7 General Key Performance Indicators the municipality should report on the Implementation of 
the Workplace Skills Plan for the financial year under review. 

The following occupational categories have been provided with training to improve the skills development and 
accelerate service delivery to the community 


Occupational 

PosL;^;^' 



MALE'I' 

MM 

. C FEMALE 

TOTAL 

Categories 

; Levels 

Black 

Colo 

ured 

Indian 

White 

..y'.'.rir: 

Black 

Coloured 

•v' 

Indian 

White 


Senior officials 
and managers 


2 

1 

0 

0 

0 

0 

0 

0 

3 

Professionals 


1 

0 

0 

0 

■ 

1 

0 

0 

2 

Technicians and 

associate 

professions 


0 

0 

0 

0 

0 


0 

0 

0 

Clerks 


9 

0 


1 

5 

0 

0 

0 

15 

Semi-skilled and 
discretionary 
decision making 


2 

3 

0 

0 

0 

0 

0 

0 

5 

Unskilled and 

defined decision 
making 


12 

4 

0 

0 

3 

2 

0 

0 

21 

iJwiffin!T^B 


26 

8 

0 

■ 

8 

3 

■ 


46 

Non- Permanent 
Employees 


0 

0 

0 

0 

0 

0 

0 

0 

0 




8 

0 

1 

8 

3 

mm 

0 

46 
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3.9 PENSION FUND 


The composition of membership per pension and provident fund was as follows: 


r 

PENSION FUND 


TVL Municipal Pension fund 

1 1 

Miinir.inal nratiiitv Fi ind . . 

Municipal Workers Pension fund 

10 

Sala Pension Fund 

14 

SNPF 

157 

National Fund for Municipal Workers 

8 

Municipal councilors Pension fund 

7 

TOTAL 

227 


The council’s budget for the 201 1/1 2 financial year pertaining to the employer's contribution to pension and 
provident fund was R4, 947,094,75 

3.10 MEDICAL AID FUNDS 

The medical aid funds are accredited by the South African Local Government Bargaining Council (SALGABC). 
The council’s budget for the 201 1/12 financial year pertaining to the employer’s contribution to medicai aid funds 
was R 2,635,031.61 


Memberships of the medical aid func 

were as follow: 

FOND 



Kevhealth 

12 

±R321 105.60 

Bonitas 

24 

±R524 592.00 

Samwumed 

70 

±R71 3 505,60 

TOTAL 

106 

±R1 559,203.20 
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At/a'ff/nq to builo cuoiic confidence 


AUDITOR-OENe 
SOUTH. AFRiC 


GENERAL TO THE NORTH WEST PROVI 
LEKWATEEMANI 


THE FINANCIAL STATEMENTS 


1 . I was engaged to audit the financial statements of the Lekwa Teemane Local Municipality, which comprise 
the statement of financial position as at 30 June 2012, and the statement of financial performance, 
statement of changes in net assets and cash flows for the year then ended and a summary of significant 
accounting policies and other explanatory Information, as set out on pages [81] to [134]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these financial statements 
in accordance with South African Standards of Generally Recognised Accounting Practice (SA Standards 
of GRAP) and in the manner required by the Municipal Finance Management Act of South Africa, 2003 (Act 
No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2010 (Act No. 5 of 2012) (DoRA) 
and for such internal control as management determines is necessary to enable the preparation of the 
financial statements that are free from material misstatement, whether due to fraud or error. 


Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on conducting the audit in 
accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), the General Notice 
issued in terms thereof and International Standards on Auditing. Because of the matters described in the 
basis for disclaimer of opinion paragraphs, however. I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion 


Property, plant and equipment 

4. I was unable to obtain sufficient appropriate audit evidence for property, plant and equipment of R872 726 
167 (2011: R844 457 015) disclosed in note 3 to the financial statements. The municipality’s system did not 
permit the application of alternative audit procedures. Consequently, I was unable to satisfy myself as to 
the completeness, valuation and allocation, existence, rights and obligation and the presentation and 
disclosure of property, plant and equipment. 


Consumer debtors 


5. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, valuation and 
allocation, rights and obligations and existence of consumer debtors from exchange transactions. The 
municipality’s system did not allow the performance of alternative procedures. Consequently, I was unable 
to determine whether any adjustments to the consumer debtors of R40 790 588 (2011: R9 337 483) 
disclosed in note 1 1 to the financial statements were necessary. 
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6. SA Standard of GRAP, !AS 39, and Financial Instruments: Recognition and Measurement, paragraph 58 
requires that an entity shall assess at the end of each reporting period v^^hether there is any objective 
evidence that a financial asset or group of financial assets is impaired. The municipality did not assess 
consumer debtors, individually or by category, for any indication that these assets may be impaired. The 
municipality’s system did not allow the performance of alternative audit procedures to practicably determine 
the extent of the misstatement in debtors and the impairment expense. Consequently I am unable to satisfy 
myself as to the valuation and allocation of consumer debtors of R40 790 588 {2011: R9 337 483) as 
disclo sed in note 1 1 to t he financi al statements. 


Accumulated surplus 


7 i was unable to obtain sufficient appropriate audit evidence to determine the existence, rights, 
completeness, valuation and allocation and compliance of accumulated surplus. The municipalit/s system 
did not allow the performance of alternative procedures. Consequently I was unable to determine whether 
any adjustments to the accumulated surplus of R670 798 380 (2011: R718 945 371) as disclosed in the 
statement of changes in net assets were necessary. 


8. The SA Standard of GRAP, GRAP 19, Provisions, contingent liabilities and contingent assets require that 
provisions be recognised when an entity has a present obligation that will result in an outflow of economic 
resources that can be reliably estimated. I was unable to obtain sufficient appropriate audit evidence for a 
provision for the completeness of the restoration of the landfill sites of R240 000 (2011: R240 000) as 
disclosed in note 19 to the financial statements. The municipality’s system did not permit the application of 
alternative audit procedures. Consequently. I did not obtain all the information and explanations I 
considered necessary to satisfy myself as to the completeness, existence, valuation and allocation, 
obligation and compliance of this provision. I was unable to determine the effect of this limitation on the 
other account balances and classes of transactions contained in the financial statements. 

9. Provisions is overstated by R5 228 680 (2011: R2 906 214) as the leave pay accrual is incorrectly 
recognised as a provision Instead of an accrual in accordance with paragraph 10 of the international 
Accounting Standards, IAS 19, Employee Benefits. As a result trade and other payables from exchange 
transactions is understated by the same amounts. 

Trade and other payables 

10. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, valuation and 
allocation, obligations and existence of trade and other payables from exchange transactions. The 
municipality’s system did not allow the performance of alternative procedures. Consequently, I was unable 
to determine whether any adjustments to trade and other payables of R136 016 286 (201 1 : R108 093 273) 
disclosed in note 20 to the financial statements were necessary. 

Correction of prior year errors, change in accounting estimates and change in accounting 

policies 


11. 1 was unable to obtain sufficient appropriate audit evidence to determine that all requirements of SA 
Standards of GRAP, GRAP 3, Accounting policies, changes in accounting estimates and errors were 
adhered as disclosed in note 42 to the financial statements. The municipality’s system did not allow the 
performance of alternative audit procedures. Consequently, I did not obtain all the information and 
explanations i considered necessary to satisfy m^elf as to the presentation and disclosure of the prior year 
errors, change in accounting estimates and change in accounting policies. 


12. Taking into account the misstatements identified in the financial statements and set out in this report, I was 
unable to practicably quantify the misstatements in the cash flow statement and notes thereto. 
Consequently, i was unable to determine the accuracy, completeness and presentation and disclosure of 
the cash flow statement and notes thereto. 
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13. The municipality did not disclose in the financial statements new SA Standards of GRAP that have been 
issued, that are not yet effective and that were not applied as required by SA Standards of GRAP, GRAP 3, 
Accounting Policies, Changes in Accounting Estimates and Errors. This fact and the known or reasonably 
estimable information relevant to assessing the possible impact that application of the new standard will 
have on the entity's financial statements In the period of initial application, was not disclosed in the financial 
statemepts,- - . - — 


Unauthorised, Irregular and fruitless and wasteful expenditure 

14. I was unable to obtain sufficient appropriate audit evidence for unauthorised expenditure of R61 310 566 
(201 1 : R27 271 760) and fruitless and wasteful expenditure of R4 282 084 (201 1 :R0) disclosed in notes 47 
and 48 to the financial statements respectively. The municipality’s system did not permit the application of 
alternative audit procedures. Consequently. I was unable to satisfy myself as to the completeness, 
occurrence, accuracy and valuation, classification and understandability and compliance of unauthorised 
and fruitless and wasteful expenditure. 

15 Section 125{2)(d)(ii) of the MFMA requires disclosure of all material irregular expenditure. 1 was unable to 
obtain sufficient appropriate audit evidence for awards of R9 670 777 and capital expenditure of R18 732 
150 made in terms of the municipality’s supply chain management policy. In addition, during 2011 the 
municipality made payments of R3 771 965 in contravention of the supply chain management 
requirements. The municipality’s system did not permit the application of alternative procedures. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself that all material 
irregular expenditure has been disclosed in the notes to the financial statements. 


16. Because of the significance of the matters described in the basis for disclaimer of opinion paragraphs, I 
have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 
Accordingly, I do not express an opinion on these financial statements. 


Emphasis of matters 

1 7. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

18. As disclosed in note 42 to the financial statements, the corresponding figures for investment property, 
property plant and equipment, intangible assets, provisions, government grant reserves and accumulated 
surplus have been restated as a result of errors discovered during the 2012 year in the financial statements 
at, and for the year ended 30 June 201 1 . 

fyiateria! underspending of conditional grants 

19. As disclosed in note 18 to the financial statements, the municipality has materially under spent on 
conditional grants to the amount of R7 698 355 (2011: R5 337 483). The material under spending occurred 
mainly on the Municipal Infrastructure Grant, which Is the national grant for various projects. 


20. As disclosed in note 11 to the financial statements, material losses of R12 183 378 (2011: R78 592 846) 
were incurred as a result of significant impairments of receivables. 

21 . As disclosed in note 50 to the financial statements, the municipality incurred electricity distribution losses of 
R1 1 268 837 (2011: R9 007 845). 
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22. The accounting officer’s report indicates the Lekvi^a Teemane Local Municipaiity incurred a net loss of R25 
752 017 (201 1 : R98 285 276) during the year ended 30 June 201 1 and, as of that date, the entity’s current 
liabilities exceeded its total current assets by R1 28 898 491 (201 1 ; R1 1 5 035 212). These conditions, along 
with other matters as set forth in note 45, indicate the existence of a material uncertainty that may cast 
- -significant doubt on the entity’s ability4©-Gperate-as-a going-GGncernr - - 


matters 


23. I draw attention to the matters below. My opinion Is not modified in respect of these matters: 


24. The municipality provided supplementary information in the financial statements. The supplementary 
information set out on pages [135] to [141] does not form part of the financial statements and is presented 
as additional information. Accordingly I do not express and opinion thereon. 

Withdrawal from the audit engagement 

25. Due to the limitation imposed on the scope of the audit by management, I have disclaimed my opinion on 
the financial statements. But for the legislated requirement to perform the audit of municipalities, I would 
have withdrawn from the engagement in terms of the ISAs. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

26. In accordance with the PAA and the General Notice issued in terms thereof, I report the following findings 
relevant to performance against predetermined objectives, compliance with laws and regulations and 
internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

27. I performed procedures to obtain evidence about the usefulness and reliability of the information in the 
annual performance report as set out on pages [11] to [49] of the annual report. 

28. The reported performance against predetermined objectives was evaluated against the overall criteria of 

usefulness and reliability. The usefulness of Information in the annual performance report relates to 
whether it is presented in accordance with the National Treasury annual reporting principles and whether 
the reported performance is consistent with the planned objectives/ development priorities or objectives. 
The usefulness of information further relates to whether indicators and targets are measurable {i.e. well 
defined, verifiable, specific, measurable and time bound) and relevant as required by the National Treasury 
Framework for managing programme performance information (FMPPI). 

29. The reliability of the information in respect of the selected programmes/ objectives/ development priorities or 
objectives is assessed to determine whether it adequately reflects the facts (i.e. whether it is valid, accurate 
and complete). 

30. The material findings are as follows: 

Usefulness of information 


31. Section 46 of the Municipal Systems Act, 2000 (Act No. 32 of 2008) (MSA) requires the disclosure of 
measures taken to improve performance in the annual performance report where planned targets were not 
achieved. For a total of 21% of the planned targets not achieved no measures taken to improve 
performance were disclosed. In addition, adequate and reliable corroborating evidence could not be 
provided for 43% of the measures taken to improve performance that were disclosed in the annual 
performance report. The portfolio of evidence records did not permit the application of alternative audit 
procedures. Consequently. I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the validity, accuracy and completeness of the measures taken to improve performance. 
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32. The National Treasury FMPPI requires that the time period or deadline for delivery be specified. A total of 
20% of the targets relevant to material development programmes / objectives were not time bound in 
specifying a time period or deadline for delivery. This was due to lack of oversight responsibility by 
management to ensure that performance objectives are set to be measurable and achievable within 
specified time frames. 



33. The National Treasury FMPPI requires that processes and systems which produce the indicator should be 
verifiable. A total of 30% of the actual reported indicators/measures relevant to the "to deliver sustainable 
essential services such as water, sanitation, waste management, electricity and roads/storm water for the 
Lekwa-Teemane communities at least at RDP level" objective was not valid or differed materially when 
compared to the source information and/or evidence provided. I was unable to obtain all the information 
and explanations ! considered necessary to satisfy myself as to the validity of the actual reported 
performance. This was due to limitations placed on the scope of my work due to the institution’s records not 
permitting the application of alternative audit procedures. 

34. The National Treasury FMPPI requires that the indicator be accurate enough for its intended use and 
respond to changes in the level of performance. A total of 30% of the actual reported indicators/measures 
relevant to the “improve the quantity and quality of basic services for all people in terms of water, 
sanitation, electricity, waste management, roads and disaster management” objective were not accurate 
when compared to source information. This was due to a lack of monitoring and review of standard 
operating procedures for the recording of actual achievements by senior management and internal audit. 

35. The National Treasury FMPPI requires that the indicator be accurate enough for its intended use and 
respond to changes in the level of performance. A total of 31% of the actual reported indicators/measures 
relevant to the “social economic development” objective were not accurate when compared to source 
information. This was due to a lack of monitoring and review of standard operating procedures for the 
recording of actual achievements by senior management and internal audit. 


36. ! draw attention to the following matter below. This matter does not have an impact on the predetermined 
objectives audit findings reported above. 

Achievement of pSanned targets 

37. Of the total number of planned targets, only 29 targets were achieved during the year under review. This 
represents 37% of total planned targets that were not achieved during the year under review. This was 
mainly due to the fact that indicators and targets were not suitably developed during the strategic planning 
process. 


38. I performed procedures to obtain evidence that the entity has complied with applicable laws and 
regulations regarding financial matters, financial management and other related matters. My findings on 
materia! non-compliance with specific matters in key applicable laws and regulations as set out in the 
General Notice issued in terms of the PAA are as follows: 

Strategic planning and performance management 

39. The accounting officer of the municipality did not by 25 January 2012 assess the performance of the 
municipality during the first half of the financial year, taking into account the municipality's service delivery 
performance during the first half of the financial year and the service delivery targets and performance 
indicators set in the service delivery and budget implementation plan as required by section 72(1){a){ii) of 
the MFMA. 
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40. The municipality did not adopt and implement a framev/ork that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, review, reporting 
and improvement will be conducted, organised and managed, including determining the roles of the 
different role players as required by section 38, 39, 40 and 41 of the MSA read Vvdth regulations 7 and 8 of 
the Municipal Planning and Performance Management Regulations, 2001 . 

Annual Ffnanciai Statements and Annual report 


41. The financial statements submitted for auditing were not prepared in all material respects in accordance 
with the requirements of section 122 of the MFMA. Material misstatements identified by the auditors were 
not corrected and and/or the supporting records could not be provided subsequently, the uncorrected 
material misstatements resulted in the financial statements receiving a disclaimer audit opinion. 

42. The mayor did not table, in council, the 2010/11 annual report of the municipality, within seven months after 

the end of the financial year as required by section 127(2) of the MFMA. 

43. The council of the municipality did not adopt oversight reports on the annual report within two months of the 

tabling of the annua! report as required by section 129(1) of the MFMA. 


44. Goods and services with a transaction value of between R10 000 and R200 000 were procured without 
obtaining written price quotations from at least three different prospective providers as per the requirements 
of SCM regulation 17(a) and (c). 

45. Goods and services of a transaction value above R200 000 were procured without inviting competitive bids 
as per the requirements of SCM regulation 19(a). 

46. The preferential point system was not applied in all procurement of goods and services above R30 000 as 

required by section 2(a) of the Preferential Procurement Policy Framework Act and SCM regulation 
28(1 )(a). 

47. The performance of contractors or providers was not monitored on a monthly basis as required by section 

116(2)(b) of the MFMA. 

Human resource management and compensation 

48. The competencies of financial and supply chain management officials were not assessed promptly in order 
to identify and address gaps in competency levels as required by the Municipal Regulations on Minimum 
Competency Levels regulationIS. 


Revenue management 

49. The accounting officer did not take all reasonable steps to ensure that the municipality had and maintained 
an effective system of internal control for revenue as required by section 64 of the MFMA 


Expenditure management 

50. The accounting officer did not take reasonable steps to prevent unauthorised, irregular and fruitless and 
wasteful expenditure as required by section 62(1 )(d) of the MFMA. 


51 . The accounting officer did not take all reasonable steps to ensure that the municipality had and maintained 
an effective system of Internal control for assets as required by section 63(2)(c) of the MFMA. 
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Waste management 

52. The municipaiity operated their waste disposal site{s) v/ithout a waste management license or permit, in 
contravention Vv^ith the requirements of section 20{b) of the National Environmental Management; Waste 
Act, 2008 (Act No. 59 of 2008) (NEMWA). section 20(1) of the Environmental Conservation Act, 1989 (Act 
No. 73 of 1989), or section 22 of the National Water Act (36 of 1998) (NWA). 

53. The municipality's waste management and disposal activities contravened or failed to comply with the 
requirements of section 28(1) of the National Environmental-Management-Aet-,-1-998-(-AGt-N0--1-Q7-0f-1-998),- 
Section 19 of the NWA, and sections 16(1 ){c) and (d) and 26(1 )(b) of the NEMWA. 


Interna! control 

54. I considered internal control relevant to my audit of the financial statements, annual performance report 
predetermined objectives and compliance with laws and regulations. The matters reported below under the 
fundamentals of internal control are limited to the significant deficiencies that resulted in the findings on the 
annual performance report - predetermined objectives and the findings on compliance with laws and 
regulations included in this report. 


55. Management failed to timely appoint sufficient appropriately skilled staff in key positions within the finance 
unit and the training and development initiatives failed to address the underlying deficiencies that caused 
matters to be repeatedly reported on in the audit report. Policies and procedures did not adequately guide 
financial and performance activities. Action plans designed to address prior year audit findings as 
discussed and agreed with municipal public accounts committee and council were not implemented and 
reflects negatively on management’s ability to address recurring audit findings. 

56. Council did not effectively execute its oversight responsibility concerning the establishment and 

communication of policies and procedures to enable and support the understanding and execution of 
internal control objectives, processes, and responsibilities in terms of financial reporting and compliance 
with laws and regulations. 

57. On-going monitoring and supervision undertaken to enable management to determine whether internal 
controls over financial and performance reporting are present and functioning was not adequate leading to 
material misstatements to the financial statements and non-compliance with laws and regulations. 

Financial and performance management 

58. Management failed to implement effective controls to ensure that information in the financial statements 
and the report on predetermined objectives were reliable before submission for audit. This was mainly due 
to the inability of management to address the prior years’ audit findings and staff in the finance section not 
understanding the requirements of the financial reporting framework. The ignorance of management to 
address the repetitive findings relating to supply chain management regulations is indicative of financial 
misconduct. 

59. The accounting officer does not exercise effective oversight over reporting and compliance with laws and 

regulations and internal control. 

60. Controls are not adequately monitored to ensure that information in the financial statements is reliable. This 

includes key reconciliations to ensure that all disclosures made are supported by reliable information. 

61. The finance, supply chain management and human resources departments are understaffed which resulted 

in material misstatements to the financial statements submitted for audit and the non-compliance to supply 
chain management regulations. 

62. Interna! controls to monitor compliance with laws and regulations have not been effectively applied resulting 
in significant non-compliance with legislation including Instances of irregular and fruitless and wasteful 
expenditure. 

63. The accounting officer does not have an adequate support structure as not all section 57 manager positions 

were filled at the municipality 
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64. The risks identified during the risk assessment process relating to financial and performance reporting and 
compliance with laws and regulations were not adequately addressed in the risk management strategy 
adopted by the municipality. Though the audit committee fulfilled its function, the municipality did not 
adequately respond to the concerns raised by the audit committee, resulting in the internal control 
environment over financial and performance Information and compliance with lavv/s and regulations being 
ineffective. 


65. The council failed to implement good governance principles within the municipality as the risk assessment 
was not performed and the internal audit unit and audit committee was not effective. 

66. Based on the number of repeat findings in the current year and lack of implementation of the audit action 

plan, the governance structures and management did not appropriately address identified internal control 
deficiencies and non-compliance with laws and regulations. 

67. Though the audit committee fulfilled its function, the entity did not adequately respond to the concerns raised 

by the audit committee, resulting in the Internal control environment over financial and performance 
information and compliance with laws and regulations being ineffective. 



Potchefstroom 
30 November 2012 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to build public confidence 
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The accounting officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate accounting 
records and is responsible for the content and integrity of the annual financial statements and related financial information 
included in this report. It is the responsibility of the atxx>unting officer to ensure that the annual financial statements fairly 
oresenf the «tate of affairs ofThe. mnhiranalify As af thfiAn(f7)fTbe.f1nanciar>^af anrf tfin fesulfs of its opefationTAnd cash flows 
for the period then ended. The externa) auditors are erigaged to express an independent opinion on the annual financial 
statements and were given unrestricted access to all financial records and related data. 

The annual financial statements have been prepared in accordance with South African Statements of Generally Recognised 
Accounting Practice (GRAP) including any interpretations, guidelines and diret^ves issued by the Accounting Standards Board. 

The annual financial statements are based upon appropriate accounting policies consistently applied and supported by 
reasonable and prudent judgements and estimates. 

The accounting officer acknowledges that he is ultimately responsible for the system of internal financial control established by 
the munidpality and place considerable importance on maintaining a strong control environment. To enable the accounting 
officer to meet these responsibilities, the accounting officer sets standards for internal control aimed at reducing the risk of error 
or deficit in a cost effective manner. The standards Include the proper delegation of responsibilities within a clearly defined 
framework, effective accounting procedures and adequate segregation of duties to ensure an acceptable level of risk. These 
controls are monitored throughout the municipality and all employees are required to maintain the highest ethical standards in 
ensuring the munidpality’s business is conducted in a manner that in all reasonable circumstances is above reproach. The 
focus of risk management in the municipality Is on identifying, assessing, managing and monitoring all known forms of risk 
across the munidpality. While operating risk cannot be fully eliminated, the munidpality endeavours to minimise it by ensuring 
that appropriate infrastructure, controls, systems and ethical behaviour are applied and managed within predetermined 
procedures and constraints. 

The accounting officer is of the opinion, based on the Information and explanations given by management, that the system of 
Internal control provides reasonable assurance that the finandal records may be relied on for the preparation of the annual 
financial statements. However, any system of internal finandal control can provide only reasonable, and not absolute, 
assurance against material misstatement or defidt. 

The accounting officer has reviewed the munidpality’s cash flow forecast for the year to June 30, 2013 and, in the light of this 
review and the current financial position, he is satisfied that the munidpality has or has access to adequate .resources to 
continue in operational existence for the foreseeable future. 

The municipality is dependent on five services that generate revenue namely rates, water, electricity, refuse and sanitation. It 
also gets equitable share from the government, which constitutes about 20% of its total income. The annual financial 
statements are prepared on the basis that the munidpality is a going concern and that frie munidpality has neither the intention 
nor the need to liquidate or curtail materially the scale of the municipality's operations. 

Although the accounting officer is primarily responsible for the finandal .affeirs of the municipality, he is supported by the 
munidpality's external auditors. 

The external auditors are responsible for independently reviewing and reporting on the municipality's annual financial 
statements. The annual financial statements have been examined by the munidpality’s external auditors and their will be 
presented based on their review. 

The annual financial statements set out on pages 8 to 72, which have been prepared on the going concern basis, were 
approved by the accounting officer on August 31, 2012. 


Mr. M. A. Mskuapane 
Accounting Officer 
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We are pleased to present our report for the financial year ended June 30, 2012, 
Audit-eommittee-members and attendance - — 


The shared audit committee (at the district level) consists of seven members and meet on a quarterly basis as per its approved 
terms of reference. 

Audit committee responsibility 

We report that we have adopted appropriate formal terms of reference in our charter in line with the requirements of section 
166(2)(a) of the MFMA. We further report that we have conducted our affairs in compliance with this charter. 

The effectiveness of interna! control 

The system of internal controls applied by the municipality over financial and risk management is effective, efficient and 
transparent. In line with the MFMA and the King 111 Report on Corporate Governance requirements (as appropriately 
adopted by municipality). Internal Audit provides the Audit Committee and management with assurance that the internal 
controls are appropriate and effective. This Is achieved by means of the risk management process, as well as the 
identification of corrective actions and suggested enhancements to the controls and processes. However, from the various 
reports of the Interna! Auditors, the External Auditors Report on the annual financial statements, and the management letter 
of the Auditor-General South Africa, it was noted that 'there are a number of material deficiencies in the system of internal 
control or any deviations there from that require management attention. These should be addressed as part of the Audit 
Recovery Plan. 

The quality of in-year-management and monthly/quarterly reports submitted in terms of the MFMA and the Division of Revenue 
Act is satisfactory. 

We are satisfied with the content and quality of monthly and quarterly reports prepared and issued by the auditors of the 
municipality during the year under review. 

Evaluation of annual ffnancial statements 

We have: 

• Reviewed and discussed the audited annual finandal statements to be included in the annual report, with the 
Auditor-General; 

• Reviewed the Auditor-General of South Africa's management letter and management’s response thereto; 

• Reviewed changes in accounting policies and practices; 

• Reviewed the entities compliance with legal and regulatory provisions; 

• Reviewed significant adjustments resulting from the audit. 

We concur with and accept the Auditor-General of South Africa's report the annual financial statements, and are of the opinion 
that the audited annual financial statements should be accepted and read together with the report of the Auditor-General of 
South Africa. 

Internal audit 

We are satisfied that the internal audit function is operating effectively and that It has addressed the risks pertinent to the 
municipality and its audits. 

Auditor-General of South Africa 

We met with the Auditor-General of South Africa to ensure that there are no unresolved issues. 


Chairperson of the Audit Committee 




LEKWA TEEMANE LOCAL MUNfClPALlTY 
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The accounting officer submits his report for tiie year ended June 30. 2012. 

1r — Review-of-aGtivlties __ _ - 

Main business and operations 

The municipality is engaged in provision of municipal services In terms of the Municipal Finance Management Act no. 56 of 
2003 and Municipal Systems Act No. 32 of 2000. and operates principally in Soutfi Africa. 

The operating results for the year were not satisfactory for the following reasons: 

(a) The municipality recorded a net deficit of R25,762,017 (2011: deficit R98.285,276). The increase was mainly due to 
improved collection rates as evidenced by a significant reduction in the provision for bad debts. 

(b) The municipality's contribution towards total income marginally increased as shown below: 

Proportion of income qenerated/raised 


2012 

Type of Income 

Proportion of 
contribution to 
income 

Amount 

Property rates 

5 % 

6,237,049 

Service charges 

50 % 

57,187,992 

Grants and subsidies 

22 % 

30,799,519 

Other Income 

23 % 

19,538,351 

2011 

Type of income 

Proportion of 
contribution to 
income 

Amount 

Property Rates 

6% 

8,644,081 

Service charges 

64% 

80,764,962 

Grants and subsidies 

28% 

41,904,148 

Other income 

12 % 

19,213,209 


2. Going concern 

We draw attention to the fact that at June 30, 2012, the municipality had a deficits of R25,752.164 (2011: R98,285,276) and 
current liabilities exceeded current assets by R1 23,755,51 7 (2011: R1 15,035,212). Despite the foregoing, the municipality does 
not have a going concern challenge and the annual financial statements have been prepared on the basis of accounting 
policies applicable to a going concern. This basis presumes that funds will be available to finance future operations and that the 
realisation of assets and settlement of liabilities, contingent obligations and commitments will occur in the ordinary course of 
business. Thus, the municipality's ability to continue as a going concern is dependent on the fact that, inter alia, the accounting 
officer continue to procure both internal and external funding for the ongoing operations for the municipality. 

3. Subsequent events 

There were no key subsequent events after year end. 

4. Accounting Officer & Other Relevant Officials’s interest in contracts 

The municipality has a policy relating to declaration of interest in (X)ntracts and other related transactions. This was adhered to 
in that relevant officials with interests in SCM related transactions declared (both potential and existing) declared their interests. 

5. Accounting policies 

The annual financial statements were prepared in accordance vwth the prescribed Standards of Generally Recognised 
Accounting Practices (GRAP) issued by the Accounting Standards Board as the prescribed framework by National Treasury, 
including any interpretation and directives. 
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6 . 


Accounting Officer 


The accounting officer of the-munieipality-during the year-and-te-the-date of this report-is-as-foliows: 

Name Nationality 

Mr. M. A. Makuapane South African 

7. Corporate governance 

General 


The accounting officer is committed to business integrity, transparency and professionalism in ai! his activities. As part of this 
commitment, the accounting officer supports the highest standards of corporate governance and the ongoing development of 
best practice. 

The municipality confirms and acknowledges its responsibility to total compliance with the Code of Corporate Practices and 
Conduct ("the Code") laid out in the King Report on Corporate Governance for South Africa 2002. The accounting officer 
discuss the responsibilities of management in this respect, at Council meetings and monitor the municipality's compliance with 
the code on a regular basis. 

Council 

The Council: 

• retains full control over the municipality, its plans and strategy; 

• acknowledges its responsibilities as to strategy, compliance with internal policies, e>cternal laws and regulations, 

effective risk management and performance measurement, transparency and effective communication both 
internally and externally by the municipality; 

Remuneration 

The upper limits of the remuneration of the councillors are determined in terms of the Government Notices issued by the 

Minister of Co-operative Governance and Traditional Affairs, as required of him by the Remunerations of Public Office Bearers 

Act No. 20 of 1998. 

Committee meetings 

The accounting officer meets on a regular basis with the Mayor and Chairpersons of Portfolio Committees. 

Portfolio Committee Chairpersons have access to all members of management (Section 57 Managers) of the municipality. 

Audit and risk committee 


The Chairperson of the audit committee is an independent audit committee member. The committee met on a regular basis 
during the financial year to review matters necessary to fulfil its role. 

In terms of Section 166 of the Municipal Finance Management Act, Dr. Ruth Mompati District Municipality must appoint 
members of the shared Audit Committee. Thus, more information with regards to the composition of the shared audit 
committee, its operations and sub-committees will be covered in the district munidpality's’ annual financial statements. 

interna! audit 


The municipality has a shared internal audit frjnction, based at the district municipality (as highlighted above). This is in 
compliance with the Municipal Finance Management Act, 2003, as It is a permitted arrangement. 

8. Bankers 

The municipality's bankers did not change during the current year. 
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Statement of Financial Position 


Figures in Rand 

Note(s) 

2012 

2011 

ASSETS 




A .rr • • 

inventories 

8 

817,837 

829,283 

Other financial assets 

5 

29,985 

29,985 

Trade and other receivables (exchange transactions) 

g 

16,320,373 

4,175,696 

Other receivables from non-exchange transactions 

10 

4,738,241 

12,446,062 

Consumer debtors from exchange transactions 

. ■ 11 

40,790,588 

9,337,332 

Money Market investments 

7 

1,416,195 

1,330,317 

Cash and cash equivalents 

12 

7,166 

156,567 



64,120,385 

28,305,242 

Non-Current Assets 




Property, plant and equipment 

3 

844,457,015 

872,726,167 

Intangible assets 

4 

435,611 

504,377 



844,892,626 

873,230,544 

TOTAL ASSETS 


909,013,011 

901,535,786 

LIABILITIES 




Current Liabilities 




Other Interest Bearing Liabilities 

16 

19,820,361 

15,007,569 

Finance lease obligation 

17 

1,906,208 

1,752,383 

Trade and other payables (exchange transaction) 

20 

136,016,286 

108,093,273 

VAT payable 

21 

17,690,960 

8,250,774 

Consumer deposits 

22 

1,068,680 

947,989 

Retirement benefit obligation 

6 

1,934,000 

794,200 

Unspent conditional grants 

18 

7,698,355 

5,337,483 

Provisions 

19 

5,479,119 

3,156,783 

Bank overdraft 

12 

1,404,907 

- 



193,018,876 

143,340,454 

Non-Current Liabilities 




Other Interest Bearing Liabilities 

16 

4,900,576 

6,206,517 

Finance lease obligation 

17 

2,263,342 

3,971,038 

Retirement benefit obligation 

6 

15,233,086 

8,780,600 

Provisions 

19 

2,152,040 

2,049,000 



24,549,044 

21,007,155 

TOTAL LIABILITIES 


217,567,920 

164,347,609 

NET ASSETS 


691,445,091 

737,188,177 

NET ASSETS 




Reserves 




Fair value adjustment assets-available-for-saie resen/e 

13&13 

29,985 

29,985 

Government grant reserve 

14&14 

20,307,202 

17,867,583 

Donations and public contributions 

15&15 

309,524 

345,238 

Accumulated surplus 


670,798,380 

718,945,371 

Total Net Assets 


691,445,091 

737,188,177 
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Figures in Rand 

Note(s) 

2012 

2011 

Revenue 

- P-reperty rates - — - - - 


87644708^-- 

— ^7051.-238 

Service charges 


80,764,962 

72,755,019 

Rental of facilities and equipment 


324.469 

294,415 

Fines 


3,632,224 

2,330,730 

Licences and permits 


3,600 

3,600 

Government grants & subsidies 


41,904,148 

33,960,226 


23 

135,273,484 

116,395,228 

Other income 




Administration and management fees received 


- 

2,350,212 

Fees earned 


572,264 

586,344 

Commissions received 


25,784 

85,527 

Interest Earned - Outstanding Debtors 


13,950,769 

11,291,434 

Sundry 


596,607 

585,782 

DBSA Loan Write - off 


_ 

4,197,731 

Interest received 

33 

107,492 

77,467 



15,252,916 

19,174,497 

Expenses (Refer to page 9) 


(173,483,915) 

(217,345,973) 

Operating deficit 

29 

(22,957,515) 

(81,776,248) 

Finance costs 

35 

(2,804,502) 

(16,509,028) 

Deficit for the year 


(25,762,017) 

(98,285,276) 
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Figures in Rand 

Note(s) 2012 

2011 

Operating expenses 

Adve'rtislna 

nt8;472r 

r74.7811 

Auditors remuneration 

36 (1,336,845) 

(1,167,168) 

Debt Impairment 

(6,572,935) 

(77,512,794) 

Bank charges 

(207,913) 

(177,893) 

Bulk purchases 

(44,928,796) 

(36,341 ,933) 

Chemicals 

(3,036,970) 

(2,451,187) 

Community development and training 

(35,099) 

(5,700) 

Computer expenses 

(121,913) 

(3,060) 

Consulting and professional fees 

(1,996,694) 

(224,622) 

Consumables 

(26,781) 

(4,554) 

Contracted Services 

(1 ,612,985) 

(1,772,095) 

Debt collection 

(5,649) 

(2,768) 

Delivery expenses 

- 

(12,281) 

Depreciation, amortisation and impairments 

(31,488,077) 

(31,288,197) 

Employee costs 

(49,372,226) 

(41,023,849) 

Entertainment 

(211,544) 

(129,457) 

Stores & material 

(1,396) 

(20,836) 

Fruitless and wastefull expenditure 

(4,282,084) 

(505,212) 

Strategic Planning Workshop 

(416,242) 

(3,500) 

Municipal charges 

(1,805,539) 

(1,163,918) 

insurance 

(1,130,762) 

(815,187) 

Lease rentals on operating lease 

(3.972) 

(1,411) 

Legal expenses 

(938,106) 

(3,524,797) 

Magazines, books and periodicals 

(7,152) 

(1,868) 

Motor vehicle expenses 

(1,324,293) 

(1,051,327) 

Other expenses 

(2,641 .725) 

(3,416,187) 

Pest control & Poison 

(17,634) 

- 

Licensing 

(34,120) 

(100,512) 

Postage & courier 

(251,201) 

(312,379) 

Printing and stationery 

(414,842) 

(292,555) 

Promotions 

(93,741) 

(8,378) 

Protective clothing 

(138,255) 

(98,285) 

Repairs and maintenance 

(3,393,134) 

(4,045,701) 

Indigent subsidy 

(13,743,727) 

(5,677,345) 

Subscriptions & membership fees 

(363,544) 

(244,927) 

Telephone and fax 

(570,378) 

(747,704) 

Assets written-off 

- 

(2,398,452) 

Training 

- 

(3,210) 

Subsistence & travel 

(839,169) 

(719,953) 


(173,483,915) 

(217,345,973) 
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Fair value Government Donations and Total reserves Accumulated Total net 
adjustment grant reserve public surplus assets 

Figures in Rand reserve contributions 


-S3lance-as-at-04--JuJy-200-9 

Changes in net assets 

24j8?-1— 

1,066,917 — 

4667667 ^ 

— 4t55St45S- 

—(17,253,694-)- 

-(457695r1-49)- 

Surplus for the year 

- 

- 

- 

- 

(98,285,276) 

(98,285,276) 

Available for sale shares 

5,114 

16,800.666 

(121,429) 

16,684,351 

(16,679,237) 

5,114 

Net prior year adjustment 

- 

- 

- 

- 

851,163,488 

851,163,488 

Total changes 

5,114 

16,800,666 

(121,429) 

16,684,351 

736,198,975 

752,883,326 

Balance at July 01, 2011 
Changes in net assets 

29,985 

17,867,583 

345,238 

18,242,806 

718,945,371 

737,188,177 

Surplus for the year 

- 

- 

- 

- 

(25,762,017) 

(25,762,017) 

Additions 

- 

2,439,619 

(35,714) 

2,403,905 

(2,403,905) 

- 

Net prior year adjustment 

- 

- 

- 

- 

(19,981,069) 

(19,981,069) 

Total changes 

- 

2,439,619 

(35,714) 

2,403,905 

(48,146,991) 

(45,743,086) 

Balance at June 30, 2012 

29,985 

20,307,202 

309,524 

20,646,711 

670,798,380 

631,445,091 

Note(s) 

13 

14 

15 
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Figures in Rand Note{s) 2012 2011 


Cash flows from operating activities 


Receipts 


Sale of goods and services 


44,108,652 

42,318,186 

Grants 


41,904,148 

33,960,226 

investment Income 


107,492 

77,467 

Other cash items 


5,262,440 

91,382,732 

6,236,610 

82,592,489 

Payments 

Employee costs 


(49,372,226) 

(43,822,081) 

Suppliers 


(39,592,666) 

(15,402,832) 

Finance costs 


(2,804,502) 

(16,509,028) 

Other cash item 


(91,769,394) 

10,173,947 

(65,559,994) 

Net cash flows from operating activities 

39 

(386,662) 

17,032,495 

Cash flows from investing activities 

Purchase of property, plant and equipment 

3 

(2,985,486) 

(23,037,391) 

Purchase of other intangible assets 

4 

(49,260) 

(80,360) 

Proceeds from sale of financial assets 


- 

(5,114) 

Increase in money mari<et instruments 


(85,878) 

(52,974) 

Net cash flows from investing activities 


(3,120,624) 

(23,175,839) 

Cash flows from financing activities 

Repayment of other interest bearing liabilities 


3,506,849 

(1,142,639) 

Finance lease payments 


(1,553,871) 

5,607,965 

Net cash flows from financing activities 


1,952,978 

4,465,326 

Net increase/(decrease) in cash and cash equivalents 


(1,554,308) 

(1,678,018) 

Cash and cash equivalents at the beginning of the year 


156,567 

1,834,585 

Cash and cash equivalents at the end of the year 

12 

(1,397,741) 

156,567 


84 



LEKWA TEEMANE LOCAL MUNICIPALITY 

(Registration number NW396) 

Annual Financial Statements for the year ended June 30, 2012 



1. Presentation of Annual Financial Statement 

- The-annual financial- statements-have-been-prepafed-in-aeeor-danee-with-the-effeetive- Standards of Generally Recognised 
Accounting Practice (GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards Board 
in accordance with the Municipal Finance Management Act (Act 56 of 2003). . 

These annual financial statements have been prepared on an accmal basis of accounting and are in accordance with historical 
cost convention unless specified otherwise. They are presented in South African Rand. 

A summary of the significant accounting policies, which have been consistently applied, are disclosed below. 

These accounting policies applied are consistent with those used to present the previous year's financial statements, unless 
explicitly stated. The details of any changes In accounting policies are explained in the relevant policy. 

1.1 Significant judgements and sources of estimation uncertainty 

in preparing the annual financial statements, management is required to make estimates and assumptions that affect the 
amounts presented in the annual financial statements and related disclosures. Use of available information and the application 
of judgement is inherent in the formation of estimates. Actual results in the future could differ from these estimates which may 
be material to the annual financial statements. 

These estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
recognised in the period in which the estimate is revised, if the revision affects only that period or in the period of the revision 
and future periods if the revision affects both the current and future periods. 

in the process of applying the munidpality's policies, management has made the following significant accounting judgements, 
estimates and assumptions, which have the most significant effect on the amounts recognised in the financial statements and 
these are consistent with the previous period; 

impairment of trade and other receivables 

The municipality assesses its trade and other receivables for impairment at the end of each reporting period. In determining 
whether an impairment loss should be recorded in surplus or deficit, the municipality makes judgements as to whether the 
observable data indicate a measurable decrease in the estimated future cash flows from a financial asset. The calculation is 
primarily based on the collection rate of the amount due per type of debtors, as required by IAS 39. 

Available-for-sale financial assets 

The municipality 'follows the guidance of IAS 39 to determine when an available-for-sale financial asset is impaired. This 
determination requires significant judgment, in making this judgment, the municipality evaluates, among other factors, the 
duration and extent to which the fair value of an Investment is less than its cost; and the financial health of and near-term 
business outlook for the investee, including factors such as industry and sector performance, changes in technology and 
operational and financing cash flow. 

Allowance for slow moving, damaged and obsolete inventory 

An allowance for inventory to write inventory down to the lower of cost or net realisable value. Management have made 
estimates of the selling price and direct cost to sell on certain inventory items. The write down is included in the operation 
surplus note. 

Impairment testing 

The municipality reviews and tests the carrying value of assets when events or changes in circumstances suggest that the 
carrying amount may not be recoverable. Assets are grouped at the lowest level for which identifiable cash flows are largely 
independent of cash flows of other assets and liabilities. If there are indications that impairment may have occurred, estimates 
are prepared of expected future cash flows for each group of assets. Expected ftjture cash flows used to determine the value in 
use of tangible assets are inherently uncertain and could materially change over time. They are significantly affected by a 
number of factors including supply, demand, together with economic factors suc^ as interest and inflation rates. 
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1.1 Significant judgements and sources of estimation uncertainty (continued) 

-■ -Rrov-isions-and-contingent-liabiltties - 

Provisions were raised and management determined an estimate based on the information available. Additional disclosure of 
these estimates of provisions are included in note 19 - Provisions. 

Post retirement medical aid benefit 


The cost of post retirement medical aid benefit Is determined using actuarial valuations. The actuarial valuation involves making 
assumptions about discount rates, expected rates of return on assets, future salary increases, mortality rates and future 
pension increases. Due to the long-term nature of these plans, such estimates are subject to significant uncertainty. Any 
changes in these assumptions will impact on the carrying amount of post retirement obligations. 

Additional information is disclosed in Note 6. 

Classification as Investment property 

The municipality regularly reviews its property portfolio and determine which items of land and buildings are held to earn rental 
revenue or for capital appreciation. Land and buildings lulfilling these requirements have been classified as investment 
property, whilst the remainder of the portfolio have either been classified as property, plant and equipment or inventory 
depending on management's intention in dealing with these properties. 

Depreciation and the Carrying Value of Items of Property. Plant and Equipment 

The estimation of useful lives of assets is based on management's judgement. Management considers the impact of 
technology, availability of capital funding, service requirements and/or required return on assets to determine the optimum 
useful life expectation, where appropriate. The estimation of residual values of assets is also based on management's 
judgement whether the assets will be sold or used to the end of the useful lives, and what their condition will be at that time. 

1 .2 Investment property 

Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for capital appreciation 
or both, rather than for: 

• use in the production or supply of goods or services or for 

• administrative purposes, or 

• sale in the ordinary course of operations. 

Owner-occupied property is property held for use In the production or supply of goods or services or for administrative 
purposes. 

Investment property is recognised as an asset when, it is probable tiiat the future economic benefits or service potential that 
are associated with the investment property will flow to the municipality, and the cost or fair value of the investment property 
can be measured reliably. 

Investment property is initially recognised at cost. Transaction costs are included in the initial measurement. 

Where investment property is acquired at no cost or for a nominal cost, its cost is Its fair value as at the date of acquisition. 

Costs include costs incurred initially and costs incurred subsequently to add to, or to replace a part of, or sen/ice a property. If a 
replacement part is recognised in the carrying amount of the investment property, the carrying amount of the replaced part is 
derecognised. 

Fair value 


Subsequent to initial measurement investment property Is measured at fair value. 

The fair value of investment property reflects market conditions at the reporting date. 

A gain or loss arising from a change in fair value is Included in net surplus or deficit for the period in which it arises. 
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1.2 Investment property (continued) 

Compensation-from-thirdHoarties-for-investment property that was-impaiFed,-lost-or-given-up-is-recognised-in surplus- or deficit 
when the compensation becomes receivable. 

1.3 Property, plant and equipment 

Property, plant and equipment are tangible non-current assets (Including infrastructure assets) that are held for use in the 
production or supply of goods or services, rental to othere, or for administrative purposes, and are expected to be used during 
more than one period. 

The cost of an item of property, plant and equipment is recognised as an asset when; 

• it is probable that future economic benefits or service potential associated with the item will flow to the 
municipality; and 

• the cost of the item can be measured reliably. 

Property, plant and equipment is initially measured at cost. 

The cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring the asset to the 
location and condition necessary for it to be capable of operating in the manner Intended by management. Trade discounts and 
rebates are deducted in arriving at the cost. 

Where an asset is acquired at no cost, or for a nominal cost, its cost is its fair value as at date of acquisition. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the 
acquired item's fair value was not determinable, it’s deemed cost is the carrying amount of the asset(s) given up. 

When significant components of an item of property, plant and equipment have different useful lives, they are accounted for as 
separate items (major components) of property, plant and equipment. 

Costs include costs incurred initially to acquire or construct an Item of property, plant and equipment and costs incurred 
subsequently to add to, replace part of, or service it. If a replacement cost is recognised in the carrying amount of an item of 
property, plant and equipment, the carrying amount of the replaced part is derecognised. 

The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located is aiso 
included in the cost of property, plant and equipment, where the entity is obligated to incur such expenditure, and where the 
obligation arises as a result of acquiring the asset or using it for purposes other than the production of inventories. 

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is in the location 
and condition necessary for it to be capable of operating in the manner intended by management. 

Major spare parts and stand by equipment which are expected to be used for more than one period are included in property, 
plant and equipment. In addition, spare parts and stand by equipment which can only be used in connection with an item of 
property, plant and equipment are accounted for as property, plant and equipment. 

Major inspection costs which are a condition of continuing use of an item of property, plant and equipment and which meet the 
recognition criteria above are included as a replacement in the cost of the item of property, plant and equipment. Any remaining 
inspection costs from the previous inspection are derecognised. 

Property, plant and equipment is carried at cost less accumulated depreciation and any impairment losses. 

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the revaluation is 
eliminated against the gross carrying amount of the asset and the net amount restated to the revalued amount of the asset. 

Any increase in an asset’s carrying amount, as a result of a revaluation, is credited directly to a revaluation surplus. The 
increase is recognised in surplus or deficit to the extent that it reverses a revaluation decrease of the same asset previously 
recognised in surplus or deficit. 

Any decrease in an asset’s carrying amount, as a result of a revaluation, is recognised in surplus or deficit in the current period. 
The decrease is debited directly to a revaluation surplus to the extent of any credit balance existing in the revaluation surplus in 
respect of that asset. 
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1.3 Property, plant and equipment (continued) 

The revaluation surplus in equity- related-to-a -specific- item -of-property, plant- and-eqaipment-is tfansfer-r-ed-direetly-to fetained - — 

earnings wnen tne asset IS derecognised. 

The revaluation surplus In equity related to a specific item of property, plant and equipment is transferred directly to retained 
earnings as the asset is used. The amount transferred is equal to the difference between depreciation based on the revalued 
carrying amount and depreciation based on the original cost of the asset. 

Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their estimated 
residual value from the day that the asset is ready for use. 

Land is not depreciated, as it is deemed to have an indefinite useful life. 

Incomplete construction work is stated at historical cost, as Work In Progress (WIP). Depreciation only commences when the 
asset is ready for use. 

The useful lives of items of property, plant and equipment have been assessed as follows: 

Item 
Land 

Infrastructure 

• Roads and Paving 

• Electricity 

• Housing 
Community 

• Buildings 

• Recreational facilities 

• Security 
Other 

• Buildings 

• Specialist vehicles 

• Other vehicles 

• Office equipment 

• Furniture and fittings 

• Landfill sites 

• Plant and madiinery 

• Leased assets 

Residual value is what the asset would currently receive if in the condition it would at the end of its useful life. The asset's 
residual value and the useful life are reviewed and adjusted, if appropriate, at the end of each reporting date. If the expectations 
differ from previous estimates, the change is recognised as a change in accounting estimate in the Statement of Financial 
Performance. The actual useful lives, residual values and depreciation method are assessed annually and might vary 
depending on a number of factors. In re-assessing asset lives, factors such as technological innovation, product life cycles and 
maintenance programme are taken into account. 

The depreciation charge for each period is recognised in surplus or deficit unless it is induded in the carrying amount of 
another asset. 

Items of property, plant and equipment are derecognised when the asset Is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. 

The gain or loss arising from the derecognition of an item of property, plant and equipment is induded in surplus or deficit when 
the item is derecognised. The gain or loss arising fi’om the derecognition of an item of property, plant and equipment is 
determined as the difference between the net disposal proceeds, if any, and frie carrying amount of the item. 

Assets which the munidpality holds for rentals to others and subsequently routinely sell as part of the ordinary course of 
activities, are transferred to inventories when the rentals end and the assets are available-for-sale. These assets are not 
accounted for as non-current assets held for sale. Proceeds from sales of these assets are recognised as revenue. All cash 
flows on these assets are induded in cash flows from operating activities in the cashflow statement. 
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1.4 Site restoration arsd dismantling cost 

-The-municipality has-an-obligation to dismantle 7 -remQve -and -restore-some- items of-property— plant-and equipment— Such 
obligations are referred to as ‘decommissioning, restoration and similar liabilities’. The cost of an item of property, plant and 
equipment includes the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is 
located, the obligation for which a municipality incurs either when the item is acquired or as a consequence of having used 
the item during a particular period for purposes other ttian to produce inventories during that period. 

If the related asset is measured using the cost model: 

» changes in the liability are added to, or deducted from, the cost of the related asset in the current period; 

• if a decrease in the liability exceeds the carrying amount of the asset, the excess is recognised immediately in 
surplus or deficit; and 

• if the adjustment results in an addition to the cost of an asset, the municipality considers whether this is an 
indication that the new carrying amount of the asset may not be fully recoverable. If it is such an indication, the 
asset is tested for impairment by estimating Its recoverable amount, and any impairment loss is recognised in 
surplus or deficit. 

If the related asset is measured using the revaluation model: 

• changes in the liability alter the revaluation surplus or deficit previously recognised on that asset, so that: 

a decrease in the liability is credited to revaluation surplus in equity, except that it is recognised in surplus 
or deficit to the extent that it reverses a revaluation deficit on the asset that was previously recognised in surplus 
or deficit 

an increase in the liability is recognised in surplus or deficit, except that it is debited to the revaluation 
surplus to the extent of any credit balance existing in the revaluation suiplus in respect of that asset, 

• in the event that a decrease in the liability exceeds the carrying amount that would have been recognised had the 
asset been carried under the cost model, Oie excess is recognised immediately in surplus or deficit; and 

• a change in the liability is an indication that the asset may have to be revalued in order to ensure that the 
carrying amount does not differ materially from that which would be determined using fair value at the end of the 
reporting period. Any such revaluation is taken into account in determining the amounts to be taken to surplus or 
deficit. If a revaluation is necessary, all assets of that class are revalued. 

1 .5 Intangible assets 

An asset is identified as an intangible asset when it; 

• is capable of being separated or divided from an entity and sold, transferred, licensed, rented or exchanged, 
either individually or together with a related contract, assets or liability; or 

• arises from contractual rights or other legal rights, regardless whether those rights are transferable or separate 
from the municipality or from other rights and obligations. 

An intangible asset is recognised when: 

• it is probable that the expected future economic benefits or service potential that are attributable to the asset will 
flow to the municipality: and 

• the cost or fair value of the asset can be measured reliably. 

Intangible assets are initially recognised at cost. 

An intangible asset acquired at no or nominal cost, the cost shall be its fair value as at the date of acquisition. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 

An intangible asset is regarded as having an indefinite useftjl life when, based on all relevant factors, there is no foreseeable 
limit to the period over which the asset is expected to generate net cash inflows or service potential. Amortisation is not 
provided for these intangible assets, but they are tested for impairtnent annually and whenever there is an indication that the 
asset may be impaired. For all other intangible assets amortisation is provided on a straight line basis over their useful life. 

The amortisation period and the amortisation method for intangible assets are reviewed at each reporting date. 

Reassessing the useful life of an intangible asset with a finite useful life after it was classified as indefinite is an indicator that 
the asset may be impaired. As a result the asset is tested for impairment and Itie remaining carrying amount is amortised over 
its useful life. 
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1.5 Intangible assets (continued) 

- Internally generated- brands; -mastheadsT-publishing -tW^-^stomer-lists-and-items-s-imilar-in s-ubst-anee -are-not recognised as 

ii udl iyiUiC ciiaoCLb. 

Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual values as follows: 

Item Useful life 

Computer software 3- 7 years 

Intangible assets are derecognised: 

• on disposal; or 

• when no future economic benefits or service potential are expected from its use or disposal. 

1.6 Financial instruments 
Classification 


The entity classifies financial assets and financial liabilities into the following categories: 

• Held-to-maturity investment 

• Loans and receivables 

• Available-for-sale financial assets 

• Interest bearing borrowings. 

Classification depends on the purpose for which the financial instruments were obtained / incurred and takes place at initial 
recognition. Classification is re-assessed on an annual basis, except for derivatives and financial assets designated as at fair 
value through surplus or deficit, which shall not be classified out of the fair value through surplus or deficit category. 

Initial recognition and measurement 

Financial Instruments are recognised initially when the munldpality becomes a party to the contractual provisions of the 
instruments. 

The municipality classifies financial instruments, or their component parts, on initial recognition as a financial asset, a financial 
liability or an equity instrument in accordance with the substance of the contractual arrangement. 

Financial instruments are measured initially at fair value, except for equity investments for which a fair value is not 
determinable, which are measured at cost and are classified as available-for-saie financial assets. 

For financial instruments which are not at fair value through surplus or deficit, transaction costs are included in the initial 
measurement of the instrument. 

T ransaction costs on financial instruments at fair value ttirough surplus or defidt are recognised in surplus or deficit. 
Subsequent measurement 

Financial instruments at fair value through surplus or deficit are subsequently measured at fair value, with gains and losses 
arising from dianges in fair value being induded in surplus or deficit for the period. 

Net gains or losses on the financial instruments at fair value through surplus or deficit include dividends and interest. 

Loans and receivables are subsequently measured at amortised cost, less accumulated impairment losses. 

Available-for-saie financial assets are subsequently measured at fair value. This excludes equity investments for which a fair 
value is not determinable, which are measured at cost less accumulated impairment losses. 

Gains and losses arising from changes in fair value are recognised in equity unfit the asset is disposed of or determined to be 
impaired. Dividends received on available-for-sale equity instruments are recognised in surplus or deficit as part of other 
income when the municipaiity's right to receive payment Is established. 
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1.6 Financial Instruments (continued) 


Impairment-Qf-financiaf-assets 


At each end of the reporting period the municipality assesses all financial assets, other than those at fair value through surplus 
or deficit, to determine whether there is objective evidence that a financial asset or group of financial assets has been impaired. 

For amounts due to the municipality, significant financial difficulties of the debtor, probability that the debtor will enter 
bankruptcy and default of payments are ail considered indicators of Impairment. 

In the case of equity securities classified as available-for-sale, a significant or prolonged decline in the fair value of the security 
below its cost is considered an indicator of impairment. If any such evidence exists for avaiiable-for-sale financial assets, the 
cumulative loss - measured as the difference between the acquisition cost and current fair value, less any impairment loss on 
that financial asset previously recognised in surplus or deficit - is removed from equity as a reclassification adjustment and 
recognised in surplus or deficit. 

Impairment losses are recognised in surplus or deficit. 

Impairment losses are reversed when an increase in the financial asset's recoverable amount can be related objectively to an 
event occurring after the impairment was recognised, subject to the restriction that the carrying amount of the financial asset at 
the date that the impairment is reversed shall not exceed what the carrying amount would have been had the impairment not 
been recognised. 

Reversals of impairment losses are recognised In surplus or deficit except for equity investments classified as available-for- 
sale. 

Impairment losses are also not subsequently reversed for available-for-sale equity investments which are held at cost because 
fair value was not determinable. 

Financial Instruments designated as available-for-sale 

Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified in any of the 
other categories. 

Trade and other receivables 


Trade receivables are measured at initial recognition at fair value, and are subsequently measured at amortised cost less any 
accumulated impairment losses and/or any other adjustments. A provision for impairment is established when there is objective 
evidence that the municipality will not be able to collect all amounts due according to the original terms of the receivables. 
Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and 
default or delinquency in payments (more than 30 days overdue) are considered indicators that the trade receivable is 
impaired. The allowance recognised is measured as the difference between the asset’s carrying amount and the estimated 
amount recoverable (using a reasonable and approved basis). 

The carrying amount of the asset is reduced through the use of a provision for bad debts account, and the amount of the deficit 
is recognised in surplus or deficit within operating expenses. When a trade receivable is uncollectible, it is written off against 
the provision for bad debts account for trade receivables. Subsequent recoveries of amounts previously written off are credited 
against operating expenses in surplus or deficit. Bad debts are written off during the year in which they are identified. 

Trade and other receivables are classified as loans and receivables. 

Amounts receivable within 12 months from the date of reporting are classified as current. 

Trade and other payables 

T rade payables are initially measured at fair value, and are subsequently measured at amortised cost. 

Liabilities for annual leave (accrued leave pay) are recognised as they accnje to employees. Provision is based on the potential 
liability (value of leave credits as at 30 June) of the municipality. 
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1.6 Financial instruments (continued) 

-Gash-and-Gash-equivaients - - -- - - 

Cash indudes cash on hand (including petty cash) and cash with banks (induding call deposits). Cash equivalents are short- 
term highly liquid investments that are readily convertible to a known amount of cash and are held with registered banking 
institutions with maturities of three months or less. They are subject to an insignificant risk of changes in value. 

For the purposes of the Cash Flow Statement, cash and cash equivalents comprise cash on hand and deposits held on call 
with banks, net of bank overdrafts. The munidpality categorises cash and cash equivalents as financial assets; loans and 
receivables. Bank overdrafts are recorded based on the facility utilised. Finance diarges on bank overdrafts are expensed as 
incurred. Bank overdrafts are shown in borrowings in current liabilities on the Statement of Financial Position. Cash and cash 
equivalents and bank borrowings are subsequently recorded at face value. 

Bank overdraft and borrowings 

Bank overdrafts and interest-bearing borrowings are Initially measured at fair value,net of transaction costs incurred. 
Borrowings are subsequently stated at amortised cost; any difference between the proceeds (net of transaction costs) and the 
redemption value is recognised in the Statement of Finandal Performance over the period of the borrowing, using the effective 
interest rate method. 

Interest-bearing borrowings are classified as non-current and current liabilities unless the municipality has an unconditional 
right to defer settlement of the liability for at least 1 2 months after the repotting date. 

Loans and receivables 


Loans and receivables are non-derivative finandal assets with fixed or determinable payments that are not quoted in an active 
market. They are included in current assets, except for maturities greater than 12 months after the reporting date. These are 
classified as non-current assets. The munidpality's loans and receivables comprised trade receivables and other receivables 
and cash and cash equivalents. 

Offsetting of financial assets and liabilities 

A finandal asset and a financial liability are only offset and the net amount presented in the statement of financial position when 
and only when: 

• the municipality has a legally enforceable right to set off the recognised amounts, and; 

• the municipality intends either to settle on a net basis or realise the asset and settle the liability simultaneously. 

in accounting for a transfer of a financial asset that does not qualify for derecognition, the municipality will off set the transferred 
asset and the associated liability. 

Disposal and Derecognition 

Disposal 

On disposal of an investment, the difference between the net disposal proceeds and the carrying amount is charged or credited 
to the Statement of Financial Performance. 

Derec-ognttion 


Financial assets are derecognised when the right to receive cash flows from the investment have expired or have been 
transferred and the municipality transferred, substantially, all risks and rewards of ownership. 
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1.6 Financial instruments (continued) 
impairment-Qf-financial assets - 


At the end of each reporting period, the municipality assesses all financial assets, other than those at fair value through surplus 
or deficit, to determine whether there is an objective evidence that a financial asset or group of financial assets have been 
impaired. 

Where investments have been impaired, the carrying value is adjusted by the impairment loss, which is recognised as an 
expense in the Statement of Financial Performance in the period that the impairment is identified. Impairment losses 
recognised in the Statement of Financial Performance on equity instruments are not reversed through the Statement of 
Financial Performance. 

Where the financial assets are impaired through use of an allowance account, the amount of the loss is recognised in the 
surplus or deficit within operating expenses. When such assets are written off, the write-off is made against the relevant 
allowance account. Subsequent recoveries of amounts previously written off are credited against operating expenses. 

1.7 Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease is 
classified as an operating lease if it does not ti-ansfer substantially all the risks and rewards incidental to ownership. 

Finance leases - lessor 

When assets are leased out under a finance lease, the present value of the lease payments is recognised as a receivable. The 
difference between the gross receivable and the present value of the receivable is recognised as unearned finance income. 

Lease income is recognised over the term of the lease using the net Investment method, which reflects a constant periodic rate 
of return. 

Finance leases - lessee 


The municipality leases certain property, plant and equipment. Leases of property, plan and equipment where the municipality 
assumes substantially all the risks and rewards of ownership are classified as finance leases. Finance lease assets and 
liabilities are recognised at the inception of the lease at the lower of the fair value of the leased assets and the present value of 
the future minimum lease payments. 

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the finance 
balance outstanding. The corresponding rental obligations, net of finance charges are included in other long term payables. 
The interest element of the finance cost is charged to the Statement of Financial Performance over the lease period so as to 
produce a constant periodic rate of interest on the remaining balance of the liability for each period. The property plant and 
equipment acquired under finance leases are depreciated over the shorter of the useful life of the asset and the lease term. The 
municipality will not incur a foreign currency lease liability other than that allowed by the MFMA Act (Act 56 of 2003). 

Any contingent rents are expensed in the period in which they are incurred. 

Operating leases - lessor 


When assets are leased out under an operating lease, the asset is induded in the Statement of Financial Position based on the 
nature of the asset. 

Operating leases - lessee 


Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference between 
the amounts recognised as an expense and the contractual payments are recognised as an operating lease asset or liability. 

Operating leases are those leases which do not fall within the scope of the above definition of finance leases. Payments made 
under operating leases are charged against income on a straight line basis over the period of the lease. 


93 


(Registration number NW396) 

Annual Financial Statements for the year ended June 30, 201 2 


1.8 inventories 

— InventoFy -eonsists-Gf-raw-raateFialsr water-and-eGnsumable-steres^nventories-ar^ initially measured -at-eost-exeept- where 
acquisition. 

Subsequently inventories are measured at the lower of cost and net realisable value. 

Inventories are measured at the lower of cost and current replacement cost where they are held for; 

• distribution at no charge or for a nominal charge; or 

• consumption in the production process of goods to be distributed at no charge or for a nominal charge. 

Net realisable value is the estimated selling price in the ordinary course of operations less the estimated costs of completion 
and the estimated costs necessary to make the sale, exchange or distribution. 

The cost of inventories comprises of all costs of purchase, costs of conversion and other costs incurred in bringing the 
inventories to their present location and condition. 

The cost of inventories is assigned using the fIrst-in, first-out (FIFO) formula. The same cost formula is used for all inventories 
having a similar nature and use to the municipality. 

When inventories are sold, the carrying amounts of those inventories are recognised as an expense in the period in which the 
related revenue is recognised. If there is no related revenue, the expenses are recognised when the goods are distributed, or 
related services are rendered. The amount of any write-down of inventories to net realisable value and all losses of inventories 
are recognised as an expense in the period the write-down or loss occurs. The amount of any reversal of any write-down of 
inventories, arising from an increase in net realisable value, are recognised as a reduction in the amount of inventories 
recognised as an expense in the period in viriiich the reversal occurs. 

Unsold properties are measured at the lower of cost and net realisable value. Cost is primarily determined by reference to the 
Valuation Roll or total cost of servidng the land such as direct costs and portion of overhead costs that relates to the 
development. 

Water inventory is measured at the lowest of purifying cots and net realisable value in so far as it is stored and controlled in 
reservoirs at yearend. Readings of water levels are taken at year-end, which is quantified at the above value. 

Land held for development, including the land in the process of development until legal completion of the sale of the asset, is 
initially recorded at cost. Where through deferred purchase credit terms, cost differed from the nominal amount which will 
actually be paid in settling the deferred purchase terms liability, no adjustment is made to the cost of the land, the difference 
being charged as a finance costs. 

1.9 Going Concern Assumptions 

The annual financial statements were prepared on a going concern basis, i.e. tfie assumption that the municipality will continue 
to operate as a going concern for the next 12 months. 

1.10 Non-current assets held for sale and disposal groups 

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be recovered principally 
through a sale transaction rather than through continuing use. This condition is regarded as met only when the sale is highly 
probable and the asset (or disposal group) is available for immediate sale in its present condition. Management must be 
committed to the sale, which should be expected to qualify for recognition as a completed sale within one year from the date of 
classification. 

Non-current assets held for sale (or disposal group) are measured at the lower of its carrying amount and fair value less costs 
to sell. 

A non-current asset is not depreciated (or amortised) while it is classified as held for sale, or while it is part of a disposal group 
classified as held for sale. 

Interest and other expenses attributable to the liabilities of a disposal group classified as held for sale are recognised in surplus 
or deficit. 
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1.1 1 impairment of Property, Plant and Equipment 

-The-munieipality tests for impairment-where-there is an indieatien-that an-asset- might be impaired— An-assessment-ef-whether 
there is an indication of possible impairment is done at each balance sheet date. Where the carrying amount of an item of 
property, plant and equipment is greater than the estimated reoiverabie amount (or recoverable service amount), it is written 
down immediately to its recoverable amount (or recoverable service amount) and an impairment loss is charged to the 
Statement of Financial Performance. 

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic recognition 
of the loss of the asset’s future economic benefits or service potential through depreciation (amortisation). 

Carrying amount is the amount at which an asset is recognised in the statement of financial position after deducting any 
accumulated depreciation and accumulated impairment losses Oiereon. 

Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs and income tax 
expense. 

Fair value less costs to seii is the amount obtainable from the sale of an asset in an arm’s length transaction between 
knowledgeable, willing parties, less the costs of disposal. 

Recoverable amount of an asset or a cash-generating unit is the higher of its fair value less costs to sell and its value in use. 
Identification 


When the carrying amount of a cash-generating asset exceeds its recoverable amount, it is impaired. 

The municipality assesses at each reporting date whether there is any indication that a cash-generating asset may be impaired. 
If any such indication exists, the municipality estimates the recoverable amount of the asset, 

Irrespective of whether there is any indication of impairment, the municipality also test a cash-generating intangible asset with 
an indefinite useful life or a cash-generating intangible asset not yet available for use for impairment annually by comparing its 
carrying amount with its recoverable amount. This impairment test is performed at the same time every year. If an intangible 
asset was initially recognised during the current reporting period, that intangible asset was tested for impairment before the end 
of the current reporting period. 

Value in use 


Value in use of an asset is the present value of the estimated future cash flows expected to be derived from the continuing use 
of an asset and from its disposal at the end of its useful life. 

When estimating the value in use of an asset, the munidpality estimates the future cash inflows and outflows to be derived 
from continuing use of the asset and from its ultimate disposal and the munidpality applies the appropriate discount rate to 
those future cash flows. 

Recognition and measurement (individual asset) 

If the recoverable amount of a cash-generating asset is less than its carrying amount, the carrying amount of the asset is 
reduced to its recoverable amount. This reduction is an impairment loss. 

An impairment loss is recognised immediately in surplus or deficit. 

Any impairment loss of a revalued cash-generating asset is treated as a revaluation decrease. 

When the amount estimated for an impairment loss is greater than the carrying amount of the cash-generating asset to which it 
relates, the municipality recognises a liability only to the extent that is a requirement in the Standard of GRAP. 

After the recognition of an impairment loss, the depredation (amortisation) charge for the asset is adjusted in future periods to 
allocate the asset’s revised carrying amount, less its residua! value (if any), on a systematic basis over its remaining useful life. 
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1.11 Impairment of Property, Plant and Equipment (continued) 

~ Reversal~ofimpairment~loss~ ■ “ 

The municipality assess at each reporting date whether there is any Indication that an impairment loss recognised in prior 
periods for any asset may no longer exist or may have decreased. If any such indication exists, the entity estimates the 
recoverable amount of that asset. 

An impairment loss recognised in prior periods for asset is reversed if there has been a change in the estimates used to 
determine the asset’s recoverable amount since the last impairment loss was recognised. The carrying amount of the asset is 
increased to its recoverable amount. The increase is a reversal of an impairment loss. The increased carrying amount of an 
asset attributable to a reversal of an impairment loss does not exceed the carrying amount that would have been determined 
(net of depreciation or amortisation) had no impairment loss been recognised for the asset in prior periods. 

A reversal of an impairment loss is recognised immediately in surplus or deficit. 

Any reversal of an impairment loss of a revalued cash-generating asset is treated as a revaluation increase. 

After a reversal of an impairment loss is recognised, the depreciation (amortisation) charge for the asset is adjusted in future 
periods to allocate the cash-generating asset’s revised carrying amount, less its residual value (if any), on a systematic basis 
over its remaining useful life. 

1.12 Incomplete Construction Work (Work In Progress) 

Incomplete construction work is stated at historical costs. Historical costs relates to accumulation of capital amounts incurred to 
the date of commission. Depreciation will only commence when the asset Is available for use, after commissioning. 

1.13 Tax 

The municipality is exempt from taxes in terms of section 10(1)(c)(B)(l)(ff) of the Income Tax Act. 

1.14 Employee benefits 
Short-term employee benefits 

The cost of short-term employee benefits, (those payable within 12 months after the service is rendered, such as paid vacation 
leave and sick leave, bonuses, and non-monetary benefits such as medical care), are recognised in the period in which the 
service is rendered and are not discounted. Liabilities relating to such benefits that are unpaid at year-end are measured at the 
undiscounted amount that the municipality expects to pay in exchange for that service and had accumulated at the reporting 
date. 

The expected cost of compensated absences is recognised as an expense as the employees render services that increase 
their entitlement or, in the case of non-accumulating absences, when the absence occurs. 

The expected cost of performance bonus payments is recognised as an expense when there is a legal or constructive 
obligation to make such payments as a result of past performance and the obligation can be estimated reliably. 
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1.14 Employee benefits (continued) 

-Defined-conti-ibutlon plans (Pension, -provident-and-retirement funds)- — — — - 


The municipality's and its employees contributes to various pension, provident and retirement funds and its Counciiiors 
contribute to the Pension Fund for Municipal Coundllors. The retirement benefit are calculated in accordance with the rules of 
the funds. Full actuarial valuations are performed by the relevant funds on a regular basis as per the requirement of the various 
funds. Current contributions are recognised in surplus or deficit in the period in which the service is rendered by the relevant 
employees. Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in future payments 
is available. 

Some of the various funds that the municipality contributes to are multi-employer defined benefit plans but they are accounted 
for as defined contribution plans. This is so because of the nature of these funds and the fact that the assets are not specifically 
associated to meet the obligations in respect of individual employers in terms of paragraph 30 of IAS 19. Thus, there is no 
consistent and reliable basis for allocating the obligations, plan assets and costs to individual municipalities participating in the 
plan. The contributions to the fund obligations for the payment of retirement benefits are expensed in the year it becomes 
payable. These multi-employer plans are actuarially valued annually on a national or provincial basis, using the projected unit 
credit method. Deficits, if any, are recovered through lumpsum payments or increased future contributions on a proportional 
basis from all participating municipalities. 
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Policies 


1.14 Employee benefits (continued) 

Defined-benefit-plans — -- — - 

The municipality provides certain post retirement medical benefits by funding the medical aid contributions of certain retired 
members of the municipality. According to the rules of the medical aid fund associated with the municipality, when a member 
who joined the municipality under the current conditions of service retires, she/he is entitled to remain a continued member of 
such medical aid fund on retirement, in which case the municipality is liable for a certain portion of the medical aid membership 
fee. These funds are classified as defined benefit plans. The cost of providing the benefits is determined using the projected 
unit credit method prescribed by IAS 19. Future benefit values are projected using specific actuarial assumptions, and the 
liability for in service members is accrued over the expected lifetime. No plan assete exist and any actuarial gains or losses are 
recognised immediately. 

Actuarial valuations are conducted on an annual basis by independent actuaries separately for each plan. 

Current Service Costs and Interest Costs are recognised as a period expense in the statement of financial performance and is 
matched to the benefit received during the \working life of the employee. Tfie current service costs includes the expense for the 
benefits received by the employee currently in service and the cost of funding the employee when no longer in service. The 
expense for the year is included in the employee benefit expense in the statement of financial performance. 

Past service costs are recognised immediately to the extent that the benefits are already vested, and are otherwise amortised 
on a straight line basis over the average period until the amended benefits become vested. 

Gains or losses on the curtailment or settlement of a defined benefit plan is recognised when the entity is demonstrably 
committed to curtailment or settlement. 

When it is virtually certain that another party will reimburse some or all of the expenditure required to settle a defined benefit 
obligation, the right to reimbursement is recognised as a separate asset. The asset is measured at fair value. In all other 
respects, the asset is treated in the same way as plan assets. In surplus or deficit, the expense relating to a defined benefit 
plan is presented as the net of the amount recognised for a reimbursement. 

The amount recognised in the statement of financial position represents the present value of the defined benefit obligation as 
adjusted for unrecognised past service costs and the fair value of plan assets. Recognition of a defined benefit asset is limited 
to unrecognised past service costs plus the present value of available refunds and reduction in future contributions to the plan. 

When some of the employees are not members of any qualifying medical aid scheme as at the reporting date, the municipality 
accrues a portion of the estimated number of members that are likely to join the fund prior to retirement, together with the 
provision of employees who are members of the approved medical aid scheme. This management estimate is meant to cater 
for employees who are likely to join the qualifying medical aid scheme in future. The compliment of the provision recognised is 
disclosed in the notes to the financial statements as a contingent liability. It should be noted that various basis or a reasonable 
basis is used to determine this, ranging from enquiries from such employees to other statistical information like new members 
during the current year as a proportion of those who were not members of any medical aid scheme. Thus. one or methods can 
be used to determine this. 

Other Long Term Employee Benefits 

Long service awards are provided to employees v/ho achieve certain pre-determined milestones of service within the 
municipality. 

The municipality's net obligation in respect of long service awards Is the amount of future benefit that employees have earned 
in return for their service in the current and prior periods. The benefit Is discounted to determine Its present value. 

Transitional Provisions (First Time Adoption of IAS 19 (Employee Benefits) 

The municipality adopted IAS 29 ( Employee Benefits) for the fimt time as at 1 July 2009. The municipality has irrevocably 
chosen to recognised the opening obligation as at 1 July 2009 in the income statement over a period of five years, as provided 
for by the standard. Actuarial gains and/or losses will, however, be recognised in full. Relevant disclosures and presentations 
will be done in the financial statements and notes to the financial statements. 
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1.15 Provisions and contingencies 

Provisions -are-reeegnised-when^ - - - - - - - -- --- - — 

® the munidpality has a present obligation as a result of a past event; 

® it is probable that an outflow of resources embodying economic benefits or service potential will be required to 
settle the obligation; and 

® a reliable estimate can be made of the obligation. 

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present obligation at the 
reporting date. 

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures expected 
to be required to settle the obligation. 

The discount rate is a pre-tax rate that reflects ojrrent market assessments of the time value of money and the risks specific to 
the liability. 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be received if the municipality 
settles the obligation. The reimbursement is treated as a separate asset. The amount recognised for the reimbursement does 
not exceed the amount of the provision. 

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are measured at the 
present value of the expenditure expected to be incurred to settle the obligation. Where there are a number of similar 
obligations, the likelihood that an outflow will be required in settlement is determined by considering the class of obligation as a 
whole. A provision is recognised even if the likelihood of an outflow with respect to any one item included in the same class of 
obligation may be small. Provisions are reversed if it is no longer probable that an outflow of resources embodying economic 
benefits or service potential will be required, to settle the obligation. 

Where discounting is used, the carrying amount of a provision increases in eadi period to reflect the passage of time. This 
increase is recognised as an interest expense. 

Provisions are not recognised for future operating deficits. 

If an entity has a contract that is onerous, the present obligation (net of recxrveries) under the contract is recognised and 
measured as a provision. 

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 41. 

Restoration and similar liability 

Changes in the measurement of an existing restoration and similar liability that result from changes in the estimated timing or 
amount of the outflow of resources embodying economic benefits or service potential required to settle the obligation, or 
change in the discount rate, is accounted as follows: 

(a) If the related asset is measured using the cost model, the related depredation, based on the estimated useful life of the 
landfill site, is recognised in surplus or deficit. 

(b) If the related asset is measured using the revaluation model, the revaluation surplus is recognised in full against 
accumulated surplus when the landfill site is rehabilitated. Thus depredation is recognised in the Statement of Financial 
Performance. 

The provision (liability) is periodically discounted or interest is unwound on a yearly basis. The periodic unwinding of the 
discount is recognised in surplus or defidt as a finance costs as it occurs. 

Long Service Award 

Long service awards are provided to employees who adiieve certain pre-determined milestones of service within the 
municipality. 
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1.15 Provisions and contingencies (continued) 

-The-muniGipaiity'snetobligation in respeGt-of-long-serviGe-awards-is-the-amountof future benefits that -employees have-earned 
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discounted to determine its present value. 

Onerous Contracts 

A provision for onerous contracts is recognised when the expected benefits to be derived by the municipality from a contract 
are lower than the unavoidable cost of meeting its obligations under the contract. The provision is measured at the present 
value of the lower of the expected cost of terminating et cost of fulfilling the contract. 

Reimbursements 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement is recognised when it is virtually certain that reimbursement will be received if the municipality settles the 
obligation. The reimbursement is treated as a separate asset. The amount recognised for the reimbursement does not exceed 
the amount of the provision. 

Restructuring 

A provision for restructuring is recognised when the municipality has approved a detailed and formal restructuring plan and the 
restructuring either has commenced or has been announced publicly. 

1.16 Revenue from exchange transactions 

Revenue is derived from a variety of sources which indude rales levied, grants from other tiers of government and revenue 
from trading activities and other services provided. 

Revenue from exchange transactions refers to revenue that accrued to the municipality directly in return for services 
rendered/goods sold, the value of which approximated the consideration received or receivable. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in 
an arm’s length transaction. 

Measurement 


Revenue is measured at the fair value of the consideration received or receivable, net of value added tax. trade discounts, 
returns and volume rebates. 

Sale of goods 

Revenue from the sale of goods is recognised when all the following conditions have been satisfied: 

® the municipality has transferred to the purchaser the significant risks and rewards of ownership of the goods; 

• the municipality retains neither continuing managerial Involvement to the degree usually associated with 
ownership nor effective control over the goods sold; 

• the amount of revenue can be measured reliably; 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; and 

• the costs incurred or to be incurred in respect of the transaction can be measured reliably. 
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1.17 Revenue from non-exchange transactions (continued) 
Rates— ineluding-eollection charges and penalties interest — 


Revenue from rates, including collection charges and penalty interest, is recognised on a monthly basis when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality: 

» the amount of the revenue can be measured reliably; and 

• there has been compliance with the relevant legal requirements. 

Revenue from rates is recognised when the legal entitlement to this revenue arises. A site rating system is applied. In terms of 
this system, assessment rates are levied on the land value of the property. A composite rating system charging different rate 
tariffs is employed. Rebates are granted to certain categories of ratepayers and are deducted from revenue. Changes to 
property values during a reporting period are valued by a suitably qualified valuator and adjustments are made to rates 
revenue, based on a time proportion basis. Adjustments to rates revenue already recognised are processed or additional rates 
revenue is recognised. 

Fines 


Revenue from the issuing of fines is recognised when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality: and 

• the amount of the revenue can be measured reliably. 

The municipality has two types of fines: spot fines and summons. There Is uncertainty regarding the probability of the flow of 
economic benefits or service potential in respect of spot fines as these fines are usually not given directly to an offender. 
Further legal processes have to be undertaken before the spot fine is enforceable. In respect of summons the public prosecutor 
can decide whether to waive the fine, reduce it or prosecute for non-payment by the offender. By nature, a reliable estimate 
cannot be made of revenue from summons and spot fines. The revenue from fines is therefore recognised when the public 
prosecutor or ticketed person pays over to the entity the cash actually collected on summons and/or spot fines (on receipt 
basis). 

Levies 


Levies are recognised as revenue when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; and 

• the amount of the revenue can be measured reliably. 

Levies are based on declarations completed by levy payers. The estimate of levies revenue when a levy payer has not 
submitted a declaration are based on the following factors: 

• the extent and success of procedures to investigate the non-submission of a declaration by defaulting levy payers; 

• internal records maintained of historical comparisons of estimated levies with actual levies received from individual 
levy payers; 

• historical information on declarations previously submitted by defaulting levy payers; and 

• the accuracy of the database of levy payers as well as the frequency by which it is updated for changes. 

Changes to estimates made when more reliable information becomes available are processed as an adjustment to levies 
revenue. 
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1.17 Revenue from non-exchange transactions (continued) 
-Unconditional qrants-and-receipts— - 


Government grants are recognised as revenue when; 

* it is probabie that the economic benefits or service potential associated with the transaction will flow to the 
municipality, 

® the amount of the revenue can be measured reliably, and 

* to the extent that there has been compliance with any restrictions associated with the grant. 

The municipality assesses the degree of certainty attached to file flow of future economic benefits or service potential on the 
basis of the available evidence. Certain grants payable by one level of government to another are subject to the availability of 
funds. Revenue from these grants is only recognised when it is probable that the economic benefits or service potential 
associated with the transaction will flow to the entity. An announcement at the beginning of a financial year that grants may be 
available for qualifying entities in accordance with an agreed programme may not be sufficient evidence of the probability of the 
flow. Revenue is then only recognised once evidence of the probability of the flow becomes available, which in most cases is 
on receipt. 

Restrictions on government grants may result in such revenue being recognised on a time proportion basis. Where there is no 
restriction on the period, such revenue is recognised on receipt or when the Act becomes effective, which-ever is earlier. 

When government remit grants on a re-imbursement basis, revenue is recognised when the qualifying expense has been 
incurred and to the extent that any other restrictions have been complied with. 

Other grants and donations (Conditional Grants etcl 

Other grants and donations are recognised as revenue when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the amount of the revenue can be measured reliably; and 

• to the extent that there has been compliance with any restrictions associated with the grant. 

The enactment of the Act itself is not sufficient enough to assume that the grants wil! be received. As such, the most obvious 
basis is on receipt as in most cases it is difficult to determine if all the conditions will be met. To the extent that the conditions, 
criteria or obligations have not been met, the amounts are received are recognised as a liability. 

If goods in-kind are received without conditions attached . revenue is recognised immediately. If conditions are attached, a 
liability is recognised, which is reduced by a portion of revenue recognised when the conditions are satisfied. 

1.18 Value Added Tax 

The municipality accounts for Value Added Tax (VAT) on a cash basis. The municipality is liable to account for VAT at the 
standard rate of 14% in terms of section 7(1)(a) of the VAT Act In respect of supply of goods or services, except where the 
supplies are specifically zero-rated in terms of section 1 1 , exempted in terms of section 1 2 of the VAT Act or are scoped out for 
VAT purposes. The municipality accounts for VAT on a monthly basis. 

1.19 Pre-paid electricty 

Revenue from the sale of electricity using pre-paid meter cards is recognised based on consumption. 

The consumption is determined on the following trend analysis: 

* During the winter season (May, June, July and August), the municipality tend to sell more units as the 
temperatures will be generally low. 

® The municipality calculates the average sales for the four monfos. The resultant average units are compared to 
the sales for May and August for reasonableness. If the average sales in units are within a reasonable range or 
threshold of the May and August sales, the average is deemed reasonable. If it is not within the reasonable 
range obtained for the two months, reasons for the significant variances are obtained and accounted for in 
appropriately, which may be in the form of an adjustment to the revenue for pre-paid electricity. Thus, exceptional 
items are adjusted for. 

® The resultant reasonable average consumption rate is used as an estimate for the consumption of pre-paid 
electricity for the month of June. The actual units sold in June are then compared to the estimated consumption 
for June. 
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1.19 Pre-paid electricty (continued) 
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If the actual quantity sold in June is less than the estimated consumption for June, pre-paid electricity for June is then based on 
the actual units sold. 

1.20 Borrowing costs 

Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying asset are 
capitalised as part of the cost of that asset until such time as the asset is ready for its intended use. The amount of 
borrowing costs eligible for capitalisation is determined as follows: 

• Actual borrowing costs on funds specifically borrowed for the purpose of obtaining a qualifying asset less any 
investment income on the temporary investment of those borrowings. 

» Weighted average of the borrowing costs applicable to the municipality on funds generally borrowed for the 
purpose of obtaining a qualifying asset. The borrowing costs capitalised do not exceed the total borrowing costs 
incurred. 

The capitalisation of borrowing costs commences when all the following conditions have been met: 

• expenditures for the asset have been incurred; 

• borrowing costs have been incurred; and 

• activities that are necessary to prepare the asset for its Intended use or sale are undertaken. 

When the carrying amount or the expected ultimate cost of the qualifying asset exceeds its recoverable amount or 
recoverable service amount or net realisable value, the carrying amount Is written down or written off In accordance with the 
accounting policy on Impairment of Assets as per accounting policy number 1.11 and . in certain circumstances, the 
amount of the write-down or write-off is written back In accordance with the same accounting policy. 

Capitalisation is suspended during extended periods in which active development is interrupted. 

Capitalisation ceases when substantially all the activities necessary to prepare the qualifying asset for its intended use or 
sale are complete. 

When the municipality completes the construction of a qualifying asset in parts and each part is capable of being used while 
construction continues on other parts, the entity ceases capitalising borrowing costs when it completes substantially all the 
activities necessary to prepare that part for its intended use or sale. 

When there is clear evidence that it is difficult to link borrowing requirement of the municipality directly to the nature of the 
expenditure to be funded, i.e. capital or operational, borrov\ring costs are recognised as an expense in the period in which 
they are incurred. The municipality applies the same principle on all other borring costs not capitalised for any other 
reasons. 

1.21 Comparative figures 

When the presentation or classification of items in the financial statements is amended, prior period comparative amounts are 
reclassified. The nature and reasons for the reclassification is disclosed. 

Where accounting errors have been identified in the current financial year, the correction is made retrospectively as far as it is 
practical and the prior year comparatives are restated accordingly. Where there has been a change in accounting policy in the 
current year, the adjustment is made retrospectively as far as rt is practical and the prior year comparatives are restated 
accordingly. 

1.22 Unauthorised expenditure 

Unauthorised expenditure means: 

• overspending of a vote or a main division within a vote; and 

• expenditure not in accordance with the purpose of a vote or, In the case of a main division, not in accordance with 
the purpose of the main division or permitted by the MFMA. 
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1.22 Unauthorised expenditure (continued} 

--A!l-expenditure-relating-to-unauthorised expenditureHS-r-eeognised-^s-an-expense-in the statement of-finaneial-perfermance in 
the year that the expendfture was incurred, the expenditure is dassFAed in accordance with the nature of the expense, and 
where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.23 Fruitless and wasteful expenditure 

Fruitless expenditure means expenditure which was made in vain and would have been avoided had reasonable care been 
exercised. 

All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of financial 
performance in the year that the expenditure was incumed. The expenditure is dassified in accordance with the nature of the 
expense, and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.24 Irregular expenditure 

Irregular expenditure, as defined by the MFMA, is expenditure other than unauthorised expenditure, incurred in contravention of 
or that is not in accordance with a requirement of any applicable legislation, including - 

• (a) this Act; or 

• (b) the Municipal Systems Act, (Act No. 32 of 2000), Public Office Bearers Act (Act No. 20 of 1998) or any 
regulations made in terms of these Acts; or 

» (c) the municipality's Supply Chain Management Policies or any provincial legisiation/guideiines providing for 

procurement procedures in the municipalities. 

Irregular expenditure is accounted for as an expense in the statement of financial performance in the period it occurred and 
where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.25 Internal reserves 

Fair Value Adjustment Reserve 


The municipality recognises all fair value adjustments for its available for sale financial instruments in equity, in the Fair Value 
Adjustment Reserve. When a part of the available for sale instruments are derecognised, a transfer (representing the fair value 
adjustment realised) is made from the reserve to the statement of financial performance. 

Government grant reserve 

When items of property, plant and equipment are financed from government grants, a transfer is made from the accumulated 
surplus/deficit to the Government Grants Reserve equal to the Government Grant recorded as revenue in the statement of 
financial performance in accordance with a directive issued by National Treasury, When such items of property, plant and 
equipment are depreciated, a transfer is made from the Government Grant Reserve to the accumulated surplus/deficit. The 
purpose of this policy is to promote community equity by ensuring that the fufrjre depreciation expenses that will be incurred 
over the useftjl lives of government grant funded items of property, plant and equipment are offset by transfers from this reserve 
to the accumulated surplus/deficit. 

When an item of property, plant and equipment financed from government grants is disposed, the balance in the Government 
Grant Reserve relating to such item is transferred to the accumulated surplus/deficit. 

Donations and public contributions reserve 


When items of property, plant and equipment are financed from public contributions and donations, a transfer is made from the 
accumulated surplus/deficit to the Donations and Public Contributions Reserve equal to the donations and public contributions 
recorded as revenue in the statement of financial perfomiance in accordance with a directive issued by National Treasury. 
When such items of property, plant and equipment are depredated, a transfer is made from the Donations and Public 
Contributions Reserve to the accumulated surplus/deficit. The purpose of this policy is to promote community equity and 
facilitate budgetary control by ensuring that suffident funds are set aside to offset the future depreciation charges that will be 
incurred over the estimated useful life of the item of property, plant and equipment financed from donations and public 
contributions. 

When an item of property, plant and equipment financed from government grants is disposed, the balance in the Donations and 
Public Contributions Reserve relating to such item is transferred to the accumulated surplus/deficit. 
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Policies 


1.25 Internal reserves (continued) 

Compensation for occupational iniuries-and-diseases-(GQID)-resetve 


The Compensation for Occupational injuries and Diseases Act (Act 130 of 1993) is to provide for payment of medical treatment 
and compensation for disablement caused by occupational injuries or diseases sustained or contracted by employees in the 
course of their employment, or for death resulting from such injuries or diseases. The contribution to the COID fund is 0.75% of 
the salary expense. The munidpality is an exempt employer in terms of Section 84 (1) (a)(ii) & (2) and as such does not pay 
any assessments to the COID Commissioner. In terms of the exempt status the municipality uses the Workman's 
Compensation Fund to cover for such challenges. 

1.26 Gratuities 

The municipality provides gratuities for qualifying staff members in terms of the relevant conditions of employment. The 
expenditure is recognised in the statement of financial performance when the gratuity is paid. 

1.27 Segmental information 

Segmental information on property, plant and equipment is set out In Appendices C. Other segmental information is currently 
exempt. 

1.28 Budget information 

The municipality is subject to budgetary limits in the form of appropriations or budget authorisations (or equivalent), which is 
given effect through authorising legislation, appropriation or similar approvals. 

General purpose financial reporting by municipality shall provide information on whether resources were obtained and used in 
accordance with the legally adopted budget. 

The annual financial statements and the budget are prepared on the same basis of accounting therefore a comparison with the 
budgeted amounts for the reporting period has been included in the annual financial statements. 

The statement of comparative and actual information have been included in the annual financial statements as recommended 
disclosure when the annual financial statements and the budget are on the same basis of accounting as determined by GRAP 
1 . 
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2. Mew standards and interpretations 


2.1 Standards and interpretations issued, but not yet approved. 

The following GRAP standards expected to be applicable to the municipality have been issued, but are not yet effective. 
They will be applied by the municipality from the effective date determined by the Minister of Finance. The effective dates 
are currently unknown. Their impact on the financial statements will be discussed and determined when the Minister of 
Finance determines the effective dates. 

Standards/lnterpretations: 

• GRAP 18: Segment Reporting 

® GRAP 20: Related Parties 

• GRAP 25: Employee Benefits 

• GRAP 1 05: T ransfer of Functions between Entities under common control 

» GRAP 1 06: T ransfer of functions between enties not under common control 

• GRAP 107: Mergers 

2.2 Standards and Interpretations early adopted 

The municipality has chosen not to early adopt any standards and interpretations effective in future. 

2.3 Standards and interpretations approved in the current year. 

The following standards and interpretations have been issued by the Accounting Standards Board and approved by the 
Minister of Finance for the financial years beginning on or after 01 April 2012, The municipality plans to implement the 
standards relevant to its operations from 1 July 2012 in line with the transitional arrangements.The municipality has, 
however, in some cases referred to them for guidance in developing appropriate accounting policies in accordance with the 
requirements of Directive 5: Determining the GRAP Reporting Framework. 

• GRAP 21 : Impairment of non-cash generating assets 

• GRAP 23: Revenue from non-exdiange transactions (taxes and transfers) 

• GRAP 24: Presentation of Budget Information 

• GRAP 26:!mpairment of Cash Generating Assets 

' GRAP 103: Heritage Assets 

• GRAP 104: Financial Instruments 

At this moment, the impact of the adoption of these standards is not known and cannot be reasonably estimated as the 
input data is not readily available. Further, the accounting policies will also be amended accordingly. 
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3. Prope^, plant and equipment 


2012 2011 


Cost / 

Accumulated Carrying value 

Cost / 

Accumulated Carrying value 

Valuation 

depreciation 

Valuation 

depreciation 


and 


and 


accumulated 


accumulated 


impairment 


impairment 


Land 

77,060,582 

- 

77,060,582 

77,060,582 

- 

77,060,582 

Buildings 

38,878,738 

(2,219,912) 

36,658,826 

38,878,738 

(1,479,941) 

37,398,797 

Machinery 

176,057 

(37,664) 

138,393 

25,985 

(10,817) 

15,168 

Furniture and fixtures 

1,109,804 

(455,086) 

654,718 

1,109,804 

(288,239) 

821,565 

Motor vehicles 

7,546,083 

(3.205,440) 

4,340,643 

7,546,083 

(2,053,140) 

5,492,943 

Office equipment 

4,924,482 

(2,426,252) 

2.498.230 

4,639,429 

(1 ,207,884) 

3,431,545 

Computer equipment 

243,238 

(124.993) 

118.245 

132,495 

(68,565) 

63,930 

Electrical Works 

69,231,389 

(11,670,484) 

57,560,905 

69,231,389 

(7,780,322) 

61,451,067 

Storm Water Networks 

44,982,231 

(5,214,499) 

39,767,732 

44,982,231 

(3,476,332) 

41,505,899 

Traffic Management 

827,486 

(73,406) 

754,080 

827,486 

(48,938) 

778,548 

Capital work in progress 

20,307,202 

- 

20,307,202 

17,867,583 

- 

17,867,583 

Structures 

278,886,778 

(14,094,479) 

264.792,299 

278,886,778 

(9,396,320) 

269,490,458 

Civil Works 

23,138,369 

(3,085,333) 

20,053,036 

23,138,369 

(2,056,888) 

21,081,481 

Carriage Way 

369,295,552 

(49,543,429) 

319,752,123 

369,295,552 

(33,028,952) 

336,266,600 

Landfill site 

212,926 

(212,925) 

1 

212,926 

(212,925) 

1 

Total 

936,820,917 

(92,363,902) 

844,457,015 

933,835,430 

(61,109,263) 

872,726,167 

Reconciliation of orooertv. olant and eauioment 

-2012 








Opening 

balance 

Additions 

Depreciation 

Total 

Land 



77,060.682 

- 

. 

77,060,582 

Buildings 



37,398,797 

- 

(739,971) 

36,658,826 

Machinery 



15,168 

150,071 

(26,846) 

138,393 

Furniture and fixtures 



821,565 

- 

(166,847) 

654,718 

Motor vehicles 



5,492,943 


(1,152,300) 

4,340,643 

Office equipment 



3,431,545 

285,053 

(1,218,368) 

2,498,230 

Computer equipment 



63,930 

110,743 

(56,428) 

118,245 

Electrical Works 



61,451,067 

- 

(3,890,162) 

57,560,905 

Storm Water Networks 



41,505,899 

- 

(1,738,167) 

39,767,732 

Traffic Management 



778,548 

- 

(24,468) 

754,080 

Capital work in progress 



17,867,583 

2.439.619 

- 

20,307,202 

Structures 



269,490,458 

- 

(4,698,159) 

264,792,299 

Civil Works 



21,081,481 

- 

(1,028,445) 

20,053,036 

Park facilities 



336,266,600 

- 

(16,514,477) 

319,752,123 

Land fill site 



1 

- 

- 

1 




872,726,167 

2,385,486 

(31,254,638) 

844,457,015 
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3. Property, plant and equipment (continued) 


Reconciilation of property, plant and equipment- 2011 



Opening 

balance 

Additions 

Backlog 

Depreciation 

Depreciation 

Total 

Land 

77,060,582 

- 

- 

- 

77,060,582 

Buildings 

38,878,738 

- 

(739,970) 

(739,971) 

37,398,797 

Machinery 

25,985 

- 

(5,408) 

(5,409) 

15,168 

Furniture and fixtures 

1,096,638 

13,167 

(144,120) 

(144,120) 

821,565 

Motorvehicles 

5,778,228 

1,767,855 

(900,840) 

(1,152.300) 

5,492,943 

Office equipment 

183,726 

4,455,703 

(44,127) 

(1,163,757) 

3,431,545 

Computer equipment 

132,494 

- 

(34,282) 

(34,282) 

63.930 

Artwork 

69,231 ,389 

- 

(3,890.161) 

(3,890,161) 

61,451,067 

Asset found 

44,982,231 

- 

(1,738,166) 

(1,738,166) 

41,505,899 

Bins and containers 

827,486 

- 

(24,469) 

(24,469) 

778,548 

Capital work in progress 

1,066,917 

16,800,666 

- 

- 

17,867,583 

Communication equipment 

278,886,778 

- 

(4,698,160) 

(4,698,160) 

269,490,458 

Laboratory equipment 

23,138,369 

- 

(1,028,444) 

(1,028,444) 

21,081,481 

Park facilities 

369,295.552 

- 

(16,514,476) 

(16,514,476) 

336,266,600 

Landfill sites 

1 

- 

- 

- 

1 


910,585,114 

23,037,391 

(29,762,623) 

(31,133,715) 

872,726,167 


Pledged as security 

Carrying value of assets pledged as security 
Motor vehicles 
Office equipment 

Assets subject to finance lease (Net carrying amounts 

Motorvehicles - 1,529,100 

Office equipment - 3,941,266 

- 5 47Q 3gg 

Useful lives 


1,529,100 

3,941,266 


The useful lives of the have been reviewed to ensure that they more accurately reflect the actual expected life spans of the 
assets within the municipality. In all of the cases, the useftjl lives were not adjusted as they were found to be reasonable. 

A register containing the information required by section 63 of the Municipal Finance Management Act is available for 
inspection at the registered office of the municipality. 

4. Intangible assets 




2012 


2011 



Cost / 
Valuation 

Accumulated Carrying value 
amortisation 
and 

accumulated 

impairment 

Cost / 
Valuation 

Accumulated 

amortisation 

and 

accumulated 

impairment 

Carrying value 

Computer software 

753,913 

(318.302) 435,611 

704,653 

(200,276) 

504,377 
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4. Intangible assets (continued) 
Reconciiiation of intangible assets - 2012 


Opening Additions Amortisation Total 
balance 

Computer software 504,377 49,260 (118,026) 435,611 


Reconciliation of intangible assets - 2011 


Computer software, other 


Opening 

balance 

532,191 


Additions Amortisation 
80,360 (108,174) 


Total 

504,377 


Pledged as security 

No intangible assets are pledged as security. 

5. Other financial assets 
Available-for-sale 

Listed shares 29,985 29,985 

This relates to non-controlling interest of 1 058 shares held by the munidpality in 

Sanlam Ltd, which are recognised at fair value. The shares were awarded to the 

munidpality a longtime ago during the demutualisation exercise and are valued as per 

valuation obtained from Sanlam Transfer Seaetaries as at 30 June 2012. The market 

value of the shares were RXX (201 1 ; R28.34). 


Current assets 

Available-for-sale 29,985 29,985 

6. Employee benefit obligations 
Defined benefit plan 

The plan is a post employment medical benefit plan. 

Post retirement medical aid plan 


The munidpality operates a funded post employment health care defined benefit plan for qualifying employees. Employees of 
the municipality are members of Bonitas, Keyheaith and SAMWUMED medical aid schemes. 

The municipality is committed to pay 60% of the members’ post employment medical aid contributions up to an amount that is 
currently capped at R3.593 per month. Under the plan, dependents of the former employees are entitled to continued 
membership of their medical aid scheme upon the death of the primary member. No other post-employment benefits are 
provided to these employees. As at the balance sheet date, the members of the medical aid entitled to the post employment 
medical scheme subsidy were 93 in service members and 24 pensioners. 

The most recent actuarial valuation of the plan assets and the present value of the defined benefit obligations were carried out 
at 30 June 2011 by Momentum Specialised Insurance. The present value of the defined benefit obligation, and the related 
current service cost and past service costs, were measured using the Projected Unit Credit Method. 
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6. Employee benefit obligations (continued) 


The amounts recognised in the statement of financial position are as follows: 


Carrying value 


Present value of the defined benefit obligation - wholly unfunded 

Present value of the defined benefit obligation-partially or wholly funded 

(9,574,800) 

(7,592,286) 

(9,574,800) 

Net liability 

(17,167,086) 

(3,574,800) 

Non-current liabilities 

Current liabilities 

(15,233,086) 

(1,934,000) 

(8,780,600) 

(794,200) 


(17,167,086) 

(9,574,800) 

The municipality does not have assets set aside for post-employment medical aid funding that qualify as plan assets in terms of 
the requirements of IAS19. As such no value has been ascribed to the fair value of plan assets and no other disclosure has 
been done relating to plan assets. 

Changes in the oresent value of the defined benefit obHaatlon are as follows: 



Opening balance 

Transitional provision - recognised during the year 

Benefits paid 

Net expense recognised in the statement of financial performance 

9,574,800 

3,363,400 

(1,934,000) 

4,991,000 

4.729.400 

3.363.400 
(690,407) 

2,172,407 

Closing balance 

15,995,200 

9,574,800 

Net exoense recognised in the statement of financial oerformance 



Current service cost 
interest cost 

Actuarial losses/(gains) 

596,000 

1.737.000 

2.658.000 

546,000 

1,606,000 

20,407 

Total included in employee related costs 

4,991,000 

2,172,407 

Calculation of actuarial gains and losses 



Actuarial (gains) losses - Obligation 

2,658,000 

20,407 

Transitional Provisions f First Time Adootion oflAS19) 



Opening balance (not yet recognised at beginning of year) 

Amount recognised during the current year (statement of financial performance) 

10,090,200 

(3,363,400) 

13,453,600 

(3,363,400) 

Closing balance (amount to be recognised in future) 

6,726,800 

10,090,200 


The municipality adopted IAS 1 9 for the first on July 2009. Previously, post retirement medical aid benefit obligations or assets 
were not recognised in the financial statement as it was not a requirement to do under IMFO. When adopting the standard for 
the first time, the municipality made an irrevocable choice to recognise the opening balance of the liability in the income 
statement over five years. As a result of this, the foregoing are the key amounts disclosable. 
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6. Employee benefit obligations (continued) 

Key assumptions used 

The principal assumptions used for the purpose of the actuarial valuation on 30 June 201 1 were as follows: 


Discount rates used 
Consumer price inflation 
Expected increase in salaries 
Expected increase in healthcare costs 


8.43 % 9.00 % 

6.07 % 6.25 % 

7.07 % 7.25 % 

7.09 % 8.00 % 


The expense for the previous period (2009/10) was derived by discounting the valuation for the current year backwards, which 
is an acceptable practice when valuing such defined plans. As such, there are no key assumptions for the comparative period. 


Demographic Assumptions: Normal Retirement Age (65 years); Fully accrued age (63 years); Age between husband and wife 
(Active members - 4 years. Pensioners - actual age used); Proportion married (Active members - 90%, Pensioners - actual 
married status used) . 


Decrement Assumptions: Mortality [Active members: SA(85 - 90), Pensioners: PA(90 - 92] 

Data Assumptions; The following data assumptions were made due to non-availability sufficient information; (a) Dates of birth 
for 13 pensioners could not be obtained. It was therefore assumed that the pensioners are 66 years old; (b) Gender for 8 
pensioners could not be determined. It was therefore assumed that all such pensioners are male; (c) The marital status for 6 
pensioners could not be established. It was therefore assumed that the pensioners are married and the spouses are 4 years 
younger than the pensioners. 

Continuation percentages: It was assumed that 100% of the deceased pensioners’ spouses will continue with their 
membership. 

Other assumptions ■ Sensitivity Analysis 


Assumed healthcare cost trends rates have a significant effect on the amounts recognised in surplus or deficit. A one 
percentage point change in assumed healthcare cost trends rates would have the following effects: 


Health Care Costs: Effect on the aggregate of the service cost and interest cost 
Health Care Costs: Effect on defined benefit obligation 
Discount Rate: Effect on defined benefit obligation 

Expected Retirement Age (1 year change): Effect on defined benefit obligation 


One One 

percentage percentage 
point increase point 

decrease 

2,778,000 

30.465.000 22,468,000 

22.379.000 30,586,000 

27.100.000 25,052,000 


Amounts for the current and previous four years are as shown below. These amounts are before taking into account the 
transitional provisions adopted by the municipality. 


The valuation exercise did not cover the period ending 30 June 2008. To determine the estimated amounts for 2008 financial 
period, the balance for 30 June 2009 were discounted to about 92.5%, which was the average change in the amounts for the 
other periods. This, however, had no effect on the values disclosed elsewhere. 


2012 2011 


2010 2009 


Defined benefit obligation at end of year 
Interest costs 
Current service costs 
Expected Employer Benefit Payments 


23,932,000 

1,737,000 

596,000 

(724,000) 


19,665,000 

1,606,000 

546,000 

(670,000) 


18,183,000 

1 ,486,000 

501,000 

(621,000) 


16,817,000 

1,374,000 

460,000 

(575,000) 
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6, Employee benefit obligations (continued) 


It is the policy of the municipality to provide retirement benefits to all its employees. A number of defined contribution provident 
funds, all of \which are subject to the Pensions Fund Act and some are multi-employer, exist for this purpose. 

The municipality is under no obligation to cover any unfunded benefits. 

The total economic entity contribution to such pension schemes 4,145,774 3,846,531 

The amount recognised as an expense for medical aid contributions 2,400,198 2,150,409 

Included in defined contribution plan information above, is the Multi-Employer Pension Fund contributions, which due to the fact 
that sufficient information is not available to enable the municipality to account for the plan(s) as a defined benefit plan(s), are 
accounted for as Defined Contribution Plans. 

Multi-Employer and State Plans 

The following are the defined benefit plans that the municipality's employees belong to; 

• SAMWU Provident Fund 

• Metropolitan Pension Fund 

• South African Local Authorities (SALA) Pension Fund 

• Municipal Gratuity Fund 

These are not treated as defined benefit plans as defined by IAS 19,but are accounted for as defined contribution plans. This is 
in line with the exemption in IAS 19 paragraph 30 which states that where information required for proper defined benefit 
accounting is not available in respect of multi-employer and state plans, these should be accounted for as defined contribution 
plans. The municipality has been unsuccessful in obtaining the necessary information to support proper defined benefit plan 
accounting due to restrictions imposed by the multi-employer plan. It is therefore deemed impracticable to obtain this 
information at a suitable level of detail. 

In terms of contributions to the fund, the municipality and employee contributions are as follows: 

• SALA Pension Fund - Employee (8.6%); Employer (20.78%); 

• SAMWU Pension Fund - Employee (8.6%); Employer (18.6%) 

• Metropolitan Pension Fund • Employee (8.6%); Employer (18.06%) 

• Municipal Gratuity Fund - Employee (8.6%); Employer (18.6%) 

An amount of R3, 846, 531 (2010: R3, 607,691) was contributed by council in respect of councillors and employees retirement 
fund. These contributions have been expensed and are Included in employee related costs for the year. 

7. Money Market investments 

This relates to money market placements with various financial services institutions. The money is placed on fixed or call 
accounts. The investment period averages 60 days. The average interest rates for the current year were 5.65% (201 0: 8.34%). 

Of this amount, R866, 762.05 (2010: R844, 582.88) was used a security for the municipality's unused overdraft facility. See Note 


63,258 62,214 

1,352,937 1,268,103 

1,416,195 1,330,317 


Money Market Investments 
Nedbank (Various Accounts) 
Absa (Various Accounts) 


113 


Notes to the 

Figures in Rand 


(Registration number NW396) 

Annual Financial Statements for the year ended June 30, 2012 

Annual Financial Statements 


2012 


2011 


8. Inventories 


Consumable stores 128,145 78,031 

Water 30,692 30,693 

Fuel (Diesel, Petrol) - 61,559 

Stands for sale 659,000 659,000 

817,837 829,283 


Inventory pledged as security 


No inventory was pledged as security for the current and previous year. 

9. Trade and other receivables (exchange transactions) 


Trade debtors 
Deposits 

Other receivables 


16,114,781 4,080,385 

8,000 8,000 

197,592 87,311 

16,320,373 4,175,696 


Trade and other receivables pledged as security 

There were no trade and other receivables pledged as security during the current and prior year. 

10. Other receivables from non-exchange transactions 

Assessment rates 17,872,103 16,208,346 

Provision for impairment of receivables (13,133,862) (3,762,284) 

4,738,241 12,446,062 


Other receivables from non-exchanae transactions pledged as security 

There were no other receivables from non-exchange transactions pledged as security during the current and prior year. 

Other receivables from non-exchange transactions not impaired 

Some of the other receivables from non-exdiange transactions were not considered to be impaired. At June 30, 2012, 
R4, 738, 241 (2011: R12,446, 062) were not impaired. 

Other receivables from non-exchange transactions impaired 

As of June 30, 2012, other receivables from non-exchange transactions of R1 3,1 33,862 (2011: R3. 762,284) were impaired and 
provided for. 

The amount of the provision was R1 3, 133,862 as of June 30, 2012 (2011; R3, 762, 284), 

Reconciliation of provision for impairment of other receivables from non-exchange transactions 

3,762,284 14,762,284 

9,371,578 (11,000,000) 


Opening balance 

Adjustment to provision for impairment 


13,133,862 


3,762,284 
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11. Consumer debtors (exchange transactions) 



Gross balances 

Electricity 

17,724,576 

14,085,587 1 

Water 

59,052,278 

45,459,585 1 

Sewerage 

42,530,596 

34,998,772 ! 

Refuse 

34,550,007 

29,401,525 

Arrangements (all Service Charges) 

167 

375 

interest (all Service Charges) 

24,897,817 

11,337,325 

Sundry 

2,778,980 

2,614,618 


181,534,421 

137,897,787 

Less: Provision for debt impairment 

Electricity 

(13,025,448) 

(12,555,700) 

Water 

(43,396,377) 

(38,601,738) 

Sewerage 

(31,254,912) 

(34,331,098) 

Refuse 

(25,390,132) 

(29,119,601) 

Arrangements 

(167) 

(375) 

Interest (all Service Charges) 

(24,897,817) 

(11,337,325) 

Other (specify) 

(2,778,980) 

(2,614,618) 


(140,743,833) 

(128,560,455) 

Net balance 

Electricity 

4,699,128 

1,529,887 

Water 

15,655,901 

6,857,847 

Sewerage 

11,275,684 

667,674 

Refuse 

9,159,875 

281,924 


40,790,588 

9,337,332 

Electricity 

Current (0 -30 days) 

4,624,292 

1,529,887 

31 - 60 days 

74,836 

- 


4,693,128 

1,523,887 

Water 

Current (0 -30 days) 

15,655,901 

1,165,529 

31-60 days 

- 

1,142,276 

61-90 days 

- 

4,550,042 


15,655,301 

6,857,847 

Sewerage 

Current (0 -30 days) 

11,096,113 

667,674 

31 - 60 days 

179,571 

- 


11,275,684 

667,674 ! 

Refuse 

Current (0 -30 days) 

9,014,000 

281,924 i 

31 - 60 days 

145,875 

- 


9,159,875 

281,924 
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1 1 . Consumer debtors (exchange transactions) (continued) 

Reconciliation of debt impairment orovision 

Balance at beginning of the year 

Contributions to provision 

Debt impairment written otT against provision 

(128,560,455) 

(12,183,378) 

(50,111,837) 

(78,592,846) 

144,228 


(140,743,833) (128,560,455) 


Consumer debtors not impaired 

Some consumer debtors were not considered to be impaired. At June 30, 2012, R40,790,588 (2011: R9, 337,332) not impaired. 
Consumer debtors impaired 

As of June 30, 2012, consumer debtors of R140,743,833 (2011: R128.560,455) were impaired and provided for. 

The amount of the provision was R140,743,833 as of June 30, 2012 (2011: R128,560,455). 

12. Cash and cash equivalents 
Cash and cash equivalents consist of: 


Cash on hand 

7,166 

1,917 

Bank balances 

- 

154,650 

Bank overdraft 

(1 ,404,907) 

- 


(1,397.741) 

156,567 

Current assets 

7,166 

156,567 

Current liabilities 

(1,404,907) 

- 


(1,397,741) 

156,567 

Cash and cash equivalents held by the municipality that are not available for use by 
the municipality 

866,762 

866,762 

The total amount of undrawn facilities available forftjture operating activities and 
commitments 

1,000,000 

1,000,000 

Cash and cash equivalents oledqed as collateral 



Total financial assets pledged as collateral for the Council’s overdraft facility of 7 

R1. 000, 000 

The amount is held in money market placement for as long as the municipality's 
overdraft facility is in place. The facility was done on an arms length transaction and is 

867,252 

866,762 

renewable annually. 

867,252 

866,762 

Terms and conditions 
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12. Cash and cash equivalents (continued) 


The municipality had the following bank accounts 


Account number / description 

Bank statement balances 

Cash book balances 



June 30, 2012 

June 30, 2011 

June 30, 2012 

June 30, 2011 


Absa BANK - Current Account 
(Account No. 1810000844) 

539,593 

374,256 

(2,264,250) 

(359,248) 

- 

Absa BANK - Current Account 
(Account No. 181046415) 

644,184 

230,345 

644,184 

231,038 

- 

Absa BANK - Savings Account 
(Account No. 1810147748) 

2,450 

2.511 

2,450 

2,511 

- 

Absa BANK - Current Account 
(Account No. 4059244467 ) 

93,149 

251,964 

93,149 

251,964 

- 

Absa BANK - Current Account 
(Account No. 4053056975) 

2.850 

1,850 

2,850 

1,850 

- 

Boitumelong Ext 4 (Account No. 
4063524168) 

23,563 

26,535 

23,563 

26,535 

- 

Total 

1,305,789 

887,461 

(1,498,054) 

154,650 

- 


13. Fair value adjustment reserve 

The fair value adjustment assets reserve comprises all fair value adjustments on availabie-for-sale financial instruments. When 
an asset or liability is derecognised, the fair value adjustments relating to that asset or liability is transferred to surplus or deficit. 


Opening balance 

29,985 

24,871 

Available-for-sale financial instruments 

- 

5,114 


29,985 

29,985 

14. Government grant reserve 

Balance at the beginning of the year 

17,867,583 

1,066,917 

Net Purchase of new assets 

2,439,619 

16,800,666 


20,307,202 

17,867,583 

1 5. Donations and public contributions 

Balance at the beginning of the year 

345,238 

500,000 

Offsetting depreciation 

(35,714) 

(154,762) 

16. Other Interest Bearing Liabilities 

309,524 

345,238 

Held at amortised cost 

Development Bank of South Africa (DBSA) 

The loans carry interest at rates varying between 13,41% and 17,47% per annum and 
are repayable over periods ranging from 4 years up\wards. The last loan will be 
redeemed by 2015. As at 30 June 2011 R13.695,769,81 (2010: R9, 705, 598) was in 
arrears and the entire balance has been disclosed as short-term liability. The loans 
were used to fund the municipality's infrastiucture assets. Some of the loans are 
secured by the municipality's assets. See Note 3 for more information. 

23,935,856 

20,980,087 

ABSA Bank Loans 

The loan was used to finance the renovation of one of the municipality's buildings. The 
loan carry interest at a floating rate and is repayable over three years. The loan is 
secured by the building. See note 3 for more information. 

785,080 

1,086,601 
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16. Other Interest Bearing Liabilities (continued) 



Non-current liabilities 

Development Bank of South Africa (DBSA) 

4,473,928 

5,450,098 

ABSA Bank Ltd 

426,648 

756,419 


4,900,576 

6,206,517 

Current liabilities 

Development Bank of South Africa (DBSA) 

19,461,928 

14,677,387 

ABSA Bank Ltd 

358,433 

330,182 


19,820,361 

15,007,569 


24,720,937 

21,214,086 

17. Finance lease obligation 



Minimum lease oavments due 
- within one year 

1,155,040 

1,319,985 

- in second to fifth year inclusive 

4,326,560 

6,495,001 


5,481,600 

7,814,986 

less: future finance charges 

(1.312.050) 

(2,091,565) 

Present value of minimum lease payments 

4,169,550 

5,723,421 

Present value of minimum lease oavments due 
- within one year 

1,906,210 

1,762,383 

- in second to fifth year inclusive 

2,263,340 

3,971,038 


4,169,550 

5,723,421 

Non-current liabilities 

2,263,342 

3,971,038 

Current liabilities 

1,906,208 

1,752,383 


4,169,550 

5,723,421 


It is municipality policy to tease certain motor vehicles and equipment under finance leases, denominated in the presentation 
currency (Rand). 

The average lease term was 3-5 years and the average effective bomowing rate was 10% (2011: 10%). 

Interest rates are fixed at the contract date while some increase by a fixed margin. Motor vehicle leases have fixed repayments 
and no arrangements have been entered into for contingent rent whilst ftjmittire leases have a variable interest rate. The 
repayments increase by an average of 10% per year over the three year period. 

The municipality's obligations under finance leases are secured by the lessor's diarge over the leased assets. Refer note 3. 
Defaults and breaches 

During the current year, there were no defaults or breaches of any finance leases agreements. 

Market risk 


The carrying amounts of finance lease liabilities are denominated in Rand. 
The fair value of finance lease liabilities approximates their carrying amounts. 
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Unspent conditional grants and receipts comprises of: 


Unspent conditional grants and receipts 
Department of Arts, sports & Culture (Utiwanang Library) 
Municipal infrastructure Grant 
Integrated National Electricity Programme 
Special Project Grant 


2,789,651 4,000,000 

4,795,100 

113,604 141,887 

1,195,596 


7,698,355 5,337,483 


Movement during the year 


5,337,483 6,289,080 

20,264,100 10,984,000 

(17,903,228) (11,935.597) 

7,698,355 5,337,483 

The nature and extent of government grants recognised in the annual financial statements and an indication of other forms of 
government assistance from which the municipality has directly benefited; and 

Unfulfilled conditions and other contingencies attaching to government assistance that has been recognised. 

See note for reconciliation of grants from National/Provincial Government. 

19. Provisions 

Reconciliation of provisions - 2012 


Balance at the beginning of the year 
Additions during the year 
Income recognition during the year 



Opening 

Balance 

Additions/Actuf Utilised during 
iai (Gains)/Los the year 
s 

Interest Cost 

Current 
Service Costs 

Expected 
Benefits to be 
Paid 

Total 

Environmental rehabilitation 

240,000 

. 

_ 

. 

_ 


240 

Crockery Town Hall 

10,569 

- 

(130) 


. 


10 

Leave Provision 

2,906,214 

2.322,466 


. 

. 


5,228 

Long Service Awards 

2,049,000 

40 

- 

184,000 

182,000 

(263,000) 

2,152 


5,205,783 

2,322,506 

(130) 

184,000 

182,000 

(263,000) 

7,631 


Reconciliation of provisions - 2Q11 


Environmental rehabilitation 
Crockery Town Hall 
Leave pay provision 
Long Service Award 


Opening Additions Utilised during 
Balance the year 

240,000 
10,569 

2,339,408 571,778 (4,972) 

2,049,000 


Total 

240,000 

10,569 

2,906,214 

2,049,000 


2,589,377 2,620,778 (4,972) 5,205,783 


Non-current liabilities 2,152,040 2,049,000 

Current liabilities 5,479,119 3,156,783 

7,631,159 5,205,783 
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19. Provisions (continued) 

Environmental rehabifitation provision 

Council operates two disposal sites, in terms of the Environmental Conservation Act (Act No 73 of 1989), the municipality is 
supposed to rehabilitate such land upon closure of the dumping site. An estimate has been made for this amount. This amount 
is provisional as work to is underway to determine the exact nature and status of the sites. 

20. Trade and other payables (exchange transaction) 


Trade payables 

123,053.458 

97,740,368 

Payments received in advanced 

1,919,624 

2,216,126 

Unknown Deposits 

18,732,150 

5,318,958 

Other payables 

(7,688,946) 

2,817,821 


136,016,286 

108,093,273 

21. VAT payable 



Tax refunds payables 

17,690,960 

8,250,774 

VAT is payable on a receipt basis. Only once money is received from debtors and payments made to suppliers who are 

registered vendors is VAT paid over to SARS. 



22. Consumer deposits 



Rates 

1,068,680 

947,989 

23. Revenue 



Property rates 

8,644,081 

7,051,238 

Service charges 

80,764,962 

72,755,019 

Rental of facilities & equipment 

324,469 

294,415 

Licences and permits - Quarry 

3,632,224 

2.330,730 

Licences and permits - Quarry 

3,600 

3,600 

Government grants & subsidies 

41,904,148 

33,960,226 


135,273,484 

116,395,228 

The amount included in revenue arisina from exchanaes of aoods or services 
are as follows: 



Service charges 

80,764,962 

72,755,019 

Rental of facilities & equipment 

324,469 

294,415 

Licences and permits 

3,600 

3,600 


81,093,031 

73,053,034 

The amount included In revenue arisina from non-exchanae transactions is as 
follows: 



Property rates 

8,644,081 

7,051,238 

Fines 

3,632,224 

2,330,730 

Goverment Grant and Subsidies 

41,904,148 

33,960,226 


54,180,453 

43,342,194 
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Rates received 


Ail properties 


8,644,081 


7,051,238 


Residential 


rebates are granted to any type of property or category of property owners. 

Rates are levied on a monthly basis and Interest is levied on overdue amounts. 

The new general valuation was implemented on 01 July 201 1 . 

25. Service charges 

Sale of electricity 
Sale of water 

Sewerage and sanitation charges 
Refuse removal 


26. Government grants and subsidies 
Equitable share 

Finance Management Grant (FMG) 

Municipal Infrastructure Grant (MIG) 

Intergratated National Electricity Programme (INEP) 
Special Projects Grant 
Department of Sports and Culture 
Municipal Systems Infrastructure Grant (MSIG) 

LG. SETA 

District Municipality Grant 


Equitable Share 


members. 


Financial Management Grant (FMG) 

Current year receipts 

Conditions met - transferred to revenue 


23,504,127 

23,504,127 

determine assessment rates. No 

33,994,529 

33,717,827 

23,013,338 

17,970,906 

14,109,934 

12,284,620 

9,647,161 

8,781,666 

80,764,982 

72,755,019 

25,021,796 

21,761,471 

1,500,000 

1,250,000 

8,383,899 

8,879,911 

28,283 

265,282 

1,195,596 

790,404 

1,210,348 

. 

790,000 

750,000 

232,226 

- 

3.542,000 

263,158 

41,904,148 

33,960,226 

services to indigent community 

e grant. 


1,500,000 

1,250,000 

(1,500,000) 

(1,250,000) 

- 

- 


The grant was used for operational and capital purposes, whidi included payment of interns salaries and other budgetary 
reforms. 
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26. Government grants and subsidies (continued) 

Department of Sports. Arts and Culture (Utiwananq Library^ 

Balance unspent at beginning of year 4,000,000 4,000,000 

Conditions met - transferred to revenue (1,210,349) 

2,789,651 4,000,000 


Conditions still to be met - remain liabilities (see note 18). 


The grant was provided for the sole purpose of constructing a library in Ultiwanang. The library has, however, not yet been 
constructed. The consulting engineers have already been appointed to commence the construction process. 

Municipal Infrastructure Grant (MIG) 

Balance unspent at beginning of year 
Current-year receipts 
Accrued income 

Conditions met - transferred to revenue 

4,795,100 


1,881,911 
13,179,000 6,998,000 

(8,383,900) 

(8.879.911' 


The grant is used for the construction or resealing of road infrastructure within the municipal boundaries. 
Integrated National Electricity Programme (INEPI 


Balance unspent at beginning of year 141,887 407,169 

Conditions met - transferred to revenue (28,283) (265,282) 

113,604 141,887 


Conditions still to be met - remain liabilities (see note 18). 

The grant was used to finance electricity related transactions or projects in the municipal areas. 


Special Projects Grant 

Balance unspent at beginning of year 

Current-year receipts 

Conditions met - transferred to revenue 


1,195,596 

1,986,000 
(1,195,596) (790,404) 

1,195,596 


Conditions still to be met - remain liabilities (see note 18). 

This relates to funds provided for by the The Department of Co-operative Governance and Traditional Affairs (CoGTA) for the 
cleaning of the municipal surroundings. 

Municipal Systems Improvement Grant (MSIG) 

Current year receipts 790,000 750,000 

Conditions met -transferred to revenue (790.000) (750,000) 


Conditions still to be met - remain liabilities (see note 18). 
The grant was meant for system and policy related projects. 
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26. Government grants and subsidies (continued) 


Changes in level of government grants 


Based on the allocations set out in the Division of Revenue Act, no significant dianges in the level of government grant funding 
are expected over the forthcoming 3 financial years. 

27. Other revenue 


Vehicle Monies - Direct 
Irrigation Fees 
Commissions received 
Interest received 
Interest on Debtors 
Sundry 
Other income 


28. General expenses 

Advertising 

Auditors remuneration 

Bank charges 

Computer expenses 

Consulting and professional fees 

Consumables 

Debt collection 

Delivery expenses 

Entertainment 

Insurance related costs 

Community development and training 

Lease rentals on operating lease 

Magazines, books and periodicals 

Motor vehicle expenses 

Pest control 

Licensing 

Postage and courier 
Printing and stationery 
Promotions 
Protective clothing 
Indigent subsidy 

Subscriptions and membership fees 

Telephone and fax 

Training 

Subsistence & Travel 
Tourism development 
Expense 8 

Strategic Planning workshop 
Stores and material 
Chemicals 
Municipal charges 
Other expenses 


- 

2,350,212 

572,264 

586,344 

25,784 

85,527 

- 

77,467 

13,950,769 

11,291,434 

596,607 

585,782 

- 

4,197,731 

15,145,424 

19,174,497 


118,472 

74,781 

1,336,845 

1,167,168 

207,913 

177,893 

121,913 

3,060 

2,934,800 

3,749,419 

26,781 

4,554 

5,649 

2,768 


12,281 

211,544 

129,457 

1,130,762 

815,187 

35,099 

5,700 

3,972 

1,411 

7,152 

1,858 

1,324,293 

1,051,327 

17,634 

- 

34,120 

100,512 

251,201 

312,379 

414,842 

292,555 

93,741 

8,378 

138,255 

98,285 

13,743,727 

5,677,345 

363,544 

244,927 

570,378 

747,704 

- 

3,210 

839,169 

719,953 

- 

2,398,452 

4,282,084 

505,212 

416,242 

3,500 

1,396 

20,836 

3,036,970 

2,451,187 

1,805,539 

1,163,918 

2,641,725 

3,416,187 

36,115,762 

25,361,404 


23. Operating deficit 

Operating deficit for the year is stated after accounting for the following: 
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29. Operating deficit (continued) 

Ooeratina lease charges 



Lease rentals on operating lease - Other 
• Contractual amounts 

3,972 

1,411 

Amortisation on intangible assets 

. 

8,399 

Depreciation on property, plant and equipment 

31,488,077 

31,279,798 

Employee costs 

49,372,226 

41,023,849 

Amount expensed in respect of retirement benefit plans: 

6,018,938 

8,191,345 

Defined contribution funds 

3,846,531 

6,018,938 

Defined benefit funds 

2,172,407 

2,172,407 

30. Employee related costs 

Basic 

21,440.887 

18,132,514 

Medical aid - company contributions 

1,623,835 

1,460,003 

UIF 

220,221 

207,501 

Leave pay provision charge 

1,490,578 

1,412,976 

Post-employment benefits - Pension (Defined contribution plan) 

4,174.017 

3,846,531 

Overtime 

3,415,375 

3,144,727 

Current Service Costs 

778,000 

546,000 

Car allowance 

1,388,561 

1,202,900 

Housing benefits and allowances 

192,663 

149,464 

Transitional Provision - Post Retirement Benefits 

3,363,400 

3,363,400 

Other 

72,239 

25,520 

Telephone Allowances 

- 

76,964 

Cash in lieu of leave 

412,776 

629,636 

Actuarial (gains)/losses 

2,658,040 

20,407 

Interest Cost - Post Retirement Benefit 

1,921,000 

1,606,000 


43,151,592 

35,824,543 

Remuneration of Municioal Manaaer 

Annual Remuneration 

503,084 

443,097 

Travelling Allowance 

86,508 

79,446 

CarA/ehicle Allowance 

169,961 

164.965 

Telephone/Ceilphone Allowance 

18,000 

18,000 

Other 

18,000 

152,145 


795,553 

857,653 

Remuneration of Chief Finance Officer 

Annual Remuneration 

718,689 

561,789 

Housing Allowance 

49,525 

28,404 

Travelling Allowances 

- 

41,919 

Telephone/Cellphone Allowance 

13,200 

14,400 

CarA/ehicle Allowance 

106,368 

90,000 

Other 

- 

136,141 


887,782 

872,653 
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30. Employee related costs (continued) 



Remuneration of Corporate Services Director 



Annual Remuneration 

651,523 

375,375 

Housing Allowance 

59,994 

39,996 

Travelling Allowance 

- 

51,250 

CarA/ehicle Allowance 

205,170 

134,131 

Telephone/Cellphone Allowance 

13,200 

13,200 

Other 

- 

48,649 


929,887 

662,601 

Remuneration of Community Services Director 



Annual Remuneration 

429,100 

375,375 

Car Allowance 

176,243 

174,127 

Travelling Allowances 

_ 

48,166 

Telephone/Cellphone Allowance 

14,400 

13,200 

Other 

- 

45,731 


619,743 

650,599 

31. Remuneration of councillors 



Mayor's allowance 

558.827 

487,689 

Councillors allowances 

2,428,842 

1,662,111 


2,987,669 

2,149,800 

In-kind benefits 



The Executive Mayor is part-time. She is provided with an office and secretarial support at the cost of the Council. 


32. Debt impairment 



increase in provision for bad debts 

6,572,935 

77,512,794 

33. Investment revenue 



Interest revenue 



Interest on Money Market Investments 

138 

52,973 

Bank 

107,354 

24,494 


107,492 

77,467 

34. Depreciation and amortisation 



Property, plant and equipment 

31,488,077 

31,279,798 

Intangible assets 

- 

8,399 


31,488,077 

31,288,197 

35. Finance costs 



Non-current borrowings 

2,782,425 

16,502,350 

Bank 

22,077 

6,678 


2,304,502 

16,509,028 
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36. Auditors’ remuneration 



Fees 

1,336,845 

1,167,168 

37. Contracted services 

Information Technology Services 

5,944 


Other Contractors 

1,607,041 

1,772,095 


1,612,985 

1,772,095 

38. Bulk purchases 

Electricity 

34,147,990 

27,296,501 

Water 

10,780,806 

9,045,432 


44,928,796 

36.341,933 

39. Cash (used in) generated from operations 

Deficit 

Adiustments for: 

(25,762,017) 

(98,285,276) 

Depreciation and amortisation 

31,488,077 

31,288,197 

Debt impairment 

6,572,935 

77,512,794 

Penalty paid 

7,592,286 

4,845,400 

Movements in provisions 

Chanass in working capital: 

2,425,376 

566,806 

Inventories 

1 1 ,446 

(64,784) 

Trade and other receivables (exchange transactions) 

(12,144,677) 

(42,558) 

Other receivables from non-exchange transactions 

7,707,821 

5,429,154 

Consumer debtors 

(38,026,191) 

(43,719,976) 

Trade and other payables (exchange transaction) 

27,923,013 

29,527.493 

VAT 

9,440,186 

224,186 

Unspent conditional grants 

2,360,872 

(951,597) 

Consumer deposits 

120,691 

(666) 

Other Non-cash items 

(20,096,480) 

10,703,323 

40. Commitments 

Authorised caoital exoenditure 

(386,662) 

17,032,495 

Already contracted for but not orovided for 

• Property, plant and equipment 

14,549,371 

1,098,750 

Not vet contracted for but authorised bv accounting officer 

• Property, plant and equipment 

2,744,389 

42,146,058 

This committed expenditure relates to plant and equipment and will be financed by available bank facilities, own funds, grants 
and subsidies and existing cash resources. 
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Balances from Attorney's Correspondences 


(a) The municipality was taken to court by SAMWU and Phenominal Projects cc for the non-payment of employees' 
subscriptions to SAMWU and services rendered, respectively. The capital amounts are included in trade and other payables. 
However, there is a contingent liability relating to the legal fees that are likely to be incurred as a result of this. The amount 
cannot be determined at the moment. 

(b) The municipality lodged claims to recover its legal cost from the Former Mayor and the Bloemhof Taxpayers Association 
lawyers after the two parties withdrew their cases from the courts prior to finalisation. Based on the municipality's attorney's 
advice, the municipality's chances of recovering the money are relatively high. 

(c) Some of the municipality's officials have leave days which are more than 48 days. In terms of the Basic Conditions of 
Employment, a munidpal official can only accrue up to a maximum of 48 days. However, there may be reasons for the accrual 
of more than the prescribed limits. In such cases, on resignation/retirement etc some or all of such employees may be paid 
their excess leave days. In lieu of this, the municipality has a contingent liability relating to the excess leave days (days above 
the prescribed 48 days). As at 30 June 2012, the amount relating to the excess days was RXXXX (201 1 : R565,880) 

Contingent liabilities - Environmental Act 


In terms of the Environmental the municipality is responsible for a number of environmental related transactions that may take 
place in its jurisdiction. This give rise to contingent liabilities. However, the nature of such transactions cannot be estimated 
both finandally and the number of occurrence, if any are to occur. Whilst the municipality is not aware of such liabilities, the 
following are the key transactions: 

• contingent liabilities relating to fines that may be imposed by the Department of Environmental Affairs as a result of 
illegal dumping by the munidpal residents. 

• penalties relating to raw sewerage or sewerage not property treated being released to the nearby rivers or dams. 

• penalties relating to lack of proper security at the munidpal's dumping site or lack of monitoring waste being dumped 
there as some waste should be dumped In certain spedfied ways so as to avoid related healthy hazards e.g. medical 
waste. 

42. Prior Period Errors & Change in Accounting Policies 

A number of correction were made to the prior years' finandal statements as a result of prior period errors and/or changes in 
the reporting framework (Changes in Accounting Policies). Where applicable, the corrections and/or changes were adjusted 
retrospectively, unless otherwise stated. These corrections^hanges resulted in the following adjustments: 
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42. Prior Period Errors & Change in Accounting Policies (continued) 


Statement of financial position 
Investment Property 
Property, Plant and Equipment 
Intangible Assets 
Provisions 

Government Grant Reserve 
Accumulated Surplus 


(502,883) 

823,106,333 

432,416 

(2,049,000) 

(4,103,680) 

(815,963,894) 


Government Grant Reserve: The adjustment mainly relates to the restatement of the assets after the infrastructure unbundling 
exercise and detailed work on grant funded assets. The amounts were adjusted retrospectively. 

Provision: This relates to the provision for long service award, as required by ftie North West Bargaining Council Agreement. 
The provision was only computed during the current year by qualified actuarial experts. 

Intangible Assets: This was mainly caused by the recognition of the fair value of the accounting and pay roll systems in use by 
the municipality. In the prior periods, the systems were recognised at provisional amounts of R1. 


Property, Plant and Equipment: These balances were adjusted as a result of the unbundling exercise as the municipality 
complied with GRAP 17 in full. The exercise was conducted during the 2011/12 financial period. 


Investment Property: After the Asset Management Exercise conducted during the year, it was established that there were no 
assets meeting the Investment Property recognition criteria. As such assets previously recognised as such were reallocated. 


Accumulated Surplus: This relates to the net adjustment processed In the prior period. The major transaction related to the 
unbundling of infrastructure assets. 


Statement of Financial Performance 

Depreciation expense - 24,060,231 

Depreciation Expense: This relates to increased depreciation as a result of the unbundling of infrastructure assets. 

43. Comparative figures 

Certain comparative figures have been reclassified. 

44. Risk management 
Financial risk management 
Liquidity risk 

The municipality's risk to liquidity is a result of the funds available to cover ftjture commitments. The municipality manages 
liquidity risk through an ongoing review of future commitments and credit facilities. 

Interest rate risk 


The municipality’s interest rate risk arises from long-term borrowings. Boirowings issued at variable rates expose the 
municipality to cash flow interest rate risk. Borrowings issued at fixed rates expose the municipality to fair value interest rate 
risk. During 2012 and 201 1 , the municipality’s borrowings at variable rate were denominated in the Rand. 

Credit risk 

Credit risk consists mainly of cash deposits, cash equivalents, derivative financial instruments and trade debtors. The 
municipality only deposits cash with major banks with high quality credit standing and limits exposure to any one counter-party. 

Trade receivables comprise a widespread customer base. Management evaluated credit risk relating to customers on an 
ongoing basis.This is managed using a number of measures such as restricting water flow at households and termination of 
services. 
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45. Goi ng conc ern 


We draw attention to the fact that at June 30, 2012, tiie munidpalit/s current liabilities exceeded its current assets by 
R123.755,517 (2011; R115,035,212) and recorded a deficit of R25.752.164 (2011: R98, 285.276) during the current year. This 
poses a greater doubt on the municipality's ability to realise its assets and discharge its liabilities in the normal course of 
business. 

In order to mitigate these negative effects, the municipality is in the process of Implementing the following measures, some of 
which the work has commenced: 

» Appointed consultants to perform Revenue Enhancement Strategies and Installation of Pre-paid Automatic Meter 
Reading, whose results are expected to yield positive results. The consultant have already commenced their work. 
Further, the appointment of Debt Collectors during the ensuing finandal period will further enhance the municipality's 
mitigating measures regarding these going concern challenges. 

• Implementing cost reflective prices and cost cutting measures.; 

* Implementation of the new valuation roll from the 1 st of July 201 1 . This will greatly improve the municipality's income 
stream as property rates will be levied on market values. 

“ Recognition of the municipality's Investment Properties at the current market values based on the new valuation roll 
in the ensuing finandal period. This will greatly Improve the balance as these assets are recognised at 
normal/historical amounts, some of which were determined more than 15 years ago. 

* Unbundling and valuation of infrastructure in the ensuing finandal period. 

• Continued support from National Treasury and other government departments (national or provincial) as the 
municipality is a public entity. This will be further coupled by the MISA Programme, which has already commenced. 

46. Events after the reporting date 

There were no significant events after the balance sheet date. 

47. Unauthorised expenditure 


Total Unauthorised Expenditure 

31,699,778 

105,060,713 

Approved/Condoned by Council 

. 

(77,788,953) 

Opening balance 

29,610,788 

- 

The unauthorised expenditure will be submitted to council for approval. 

The unauthorised expenditure will be submitted to council for consideration. 

61,310,566 

27,271,760 

48. Fruitless and wasteful expenditure 

Interest on arrears 

2,848,076 

2,243,234 

Interest on late payment 

1 ,434.008 

469,931 

Amount condoned by Council 

- 

(2,713,165) 


4,282,084 

- 


Interest on Arrears: The municipality has not been servidng its debt with DBSA. As a result of this, DBSA has been charging 
interest on arrears (at the prevailing interest rates). The amount in arrears (both capital and interest) has been disclosed as 
current liabilities. Negotiations are in progress with the lender to restructure the loan and other key loan terms. The negotiations 
should be completed in the near future. 

Interest on Late Payment: This relates to interest diarged on late payments of VAT to SARS and other creditors. Measures 
are in place to avoid these charges in future. 

The fruitless and wasteful expenditure will be recommended to Coundl for approval subsequent to year end. 
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49. Irregular expenditure 
Opening balance 

Add; Irregular Expenditure - current year 

Less: Amounts condoned (Council meeting - 2 May 2012) 


Analysis of expenditure awaiting condonation per age classification 
50. Additional disclosure in terms of Municipal Finance Management Act 
Distribution losses 

Distribution losses relates to unaccounted for electricity. This cost mainly arises from, inter alia, illegal connections to the 
electricity network and bridging of meters by consumers. The foregoing costs, which represented 33% (2011: 33%) of the 
electricity purchases for the year, has been included in bulk purchases. Whilst this is not a desirable feature, the level of the 
distribution losses are well within the acceptable norms. 

The distribution losses for water could not be computed due to the following reasons: (a) there are no bulky purchase meters 
between the some of the municipality’s reservoirs and the main sources of water (dams and rivers). As such, the department 
uses estimates to compute the municipality's purchases, (b) some of the meters that the department use to determine the 
municipality’s purchases are feulty. Management is of the view that computing water losses in such cases may not be 
appropriate as it may be misleading. 

Audit fees 


Opening balance 

5,151,007 

3,725,054 

Current year fees 

1,524,003 

1,357,172 

Interest on Late Payment 


68,781 

Amount paid 

(1,000,000) 

- 


5,675,010 

5,151,007 

PAYE and UIF 

Opening balance 

2,724,744 

2,724,744 

Current year charges 

2,420,072 

- 


5,144,816 

2,724,744 

Pension and Medical Aid Deductions 

Opening balance 

7,451,689 

1,488,131 

Current year deductions 

8.272.800 

5,963,558 


15,724,489 

7,451,689 

VAT 

VAT payable 

17,690,960 

8,250,774 


3,771,965 

468,380 

(4,240.345) 


VAT output payables and VAT input receivables are shown in note . 

All VAT returns have been submitted by the due date throughout the year. 
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50. Additional disclosure in terms of Municipal Finance Management Act (continued) 

Councillors' arrear consumer accounts 




The following Counciliors had arrear accounts outstanding for more than 90 days at June 30, 2012; 


June 30, 2012 

Outstanding 

Outstanding 

Total 


less than 90 

more than 90 



days 

days 


Councillor. R. M Makodi (Mayor) 

1,113 

. 

1,113 

Councillor 1. M. Snyman 

1,192 

_ 

1,192 

Councillor A. Buys 

12,695 

52,036 

64,731 

Councillor G. Pencil 

2,458 

8,727 

11,185 

Councillor D J Muller 

4,617 

_ 

4,617 

Councillor F. Moleta 

3,221 

17,930 

21,151 

Councillor A. N. Ngesi 

3,256 

21,088 

24,344 

Councillor J. Segola 

3,598 

18,530 

22,128 

Councillor J. Joseph 

3,698 

19,233 

22,931 

Councillor M. Majikela 

2,415 

19,160 

21,575 

Councillor P. Modise 

2,413 

17,145 

19,558 

Councillor K. Paiagangwe 

3,985 

40,465 

44,450 

Councillor T, Mokgosi 

2,115 

13,049 

15,164 

Councillo 1. Mabala 

1,240 

10,118 

11,358 


48,016 

237,481 

285,497 

June 30, 2011 

Outstanding 

Outstanding 

Total 


less than 90 

more than 90 



days 

days 


Councillor 1, Mabala 

3,973 

3,494 

7,467 

Councillor R. M. Makodi (Mayor) 

519 

- 

519 

Councillor M. P. Letebele 

9,840 

5,770 

15,610 

Councillor K. Paiagangwe 

5,628 

29,217 

34,845 

Councillor T. Mogosi 

1,051 

13,838 

14,889 

Councillor A. Buys 

9,840 

5,770 

15,610 

Councillor G. Pencil 

989 

7,858 

8,847 

Councillor Y. A. Moolla 

1,543 

19,725 

21,268 

Councillor J. Segola 

1,264 

20,279 

21,543 

Councillor D. J. Muller 

1,756 

- 

1,756 

Councillor F. Moleta 

1,262 

15,459 

16,721 

Councillor A N Ngesi 

2,949 

24,026 

26,975 

Councillor J Joseph 

1,306 

20,997 

22,303 

Councillor M Majikela 

1,157 

21,086 

22,243 

Councillor P. Modise 

1,069 

16,982 

18,051 


44,146 

204,501 

248,647 

51. Utilisation of Long-term liabilities reconciliation 




Long-term liabilities raised 


24,720,935 

21,214,086 

Used to finance property, plant and equipment 

- 

(24,720,935) 

(21,214,086) 

Long-term liabilities have been utilized in accordance with the Municipal Finance Management Act. Due to the municipality's 

cashflow challenges, no cash has been set aside to repay long-tenn liabilities. 
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Surplus/(Deficit) for the year (10,143,000) 297,643 297,643 (25,762,017)' 26,059,660 (8,655)% 254 % 
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ABSA 3022397824 1,086,600 - 301,520 785,080 
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Analysis of property, plant and equipment as at 30 June 2012 
Cost Accumulated depreciation 

Oiepoeale Transfers RevaluatiMis Other changes, Closing Opening Disposals Transfers Depreciation Impr 
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Agricultural/Bioiogical assets 
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Appendix F 

Disclosures of Grants and Subsidies in terms of Section 123 WIFMA, 56 of 2003 
June 2012 
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.1 The table below summarizes the performance of external service providers as requested by 
ec.46 (a) 


. •■..■■c Lf{' 

provider 

And project 

SLA signed 

PROJECT 

STARTING 

Completion 

Specs met 

Measures 

taken 




'Actual. . 

-Sched . 




TIMS (L TD) 

® Automated 
metering 
system 

V 



Dec.201 1 





N/a 

NICS 
® Debt 
collecting 
agent 

V 


April 2009 

April 

2009 

April 

2012 



V 

Contract 

terminated 

TMT 

9 Traffic 
management 

V 


Oct- 2005 

Oct.2005 

Oct. 

2008 

Oct. 

2008 

V 


N/a 

NAIS/TANK 
» Upgrading of 
roads: 

Christiana 

V 


July 2011 

IQnH 

On- 

going 

On- 

going 

V 

■ 

N/a 

NAiS/TANK 
Internal Roads: 
Coverdale 

V 


July 2011 

July 

2011 

October 

2011 


V 

■ 

N/a 
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